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THE PLACE OF EXPORTS IN BRITISH INDUSTRY 
AFTER THE WAR! 


In the early years of the century Mr. Joseph Chamberlain 
proposed a change in the fiscal system of this country. He 
supported his proposal by comparisons with other great industrial 
countries, particularly Germany and the United States, which he 
represented as enjoying greater prosperity and more marked 
progress under a different fiscal system. He was defeated, less, 
I think, by argument than by the prosperity and expansion 
which succeeded the depression of the last quarter of the nine- 
teenth century. But his propaganda suffered also from an 
underlying weakness, in that it did not recognise certain highly 
relevant and distinctive differences between the United Kingdom 
and the other great powers with which he compared and con- 
trasted the United Kingdom. No other great Power was de- 
pendent on exports, particularly industrial exports, for full activity 
and prosperity to the extent the United Kingdom was, and so 
sensitive, therefore, to any threat of increased costs. No other 
great Power had important industries operating primarily for 
export and not merely exporting a surplus over domestic require- 
ments. The trade relations of the United Kingdom differed also 
qualitatively in an important respect from those of other in- 
dustrialised countries; the trade of the latter was mainly with 
other industrialised countries, that of the United Kingdom with 
agricultural countries.2_ No other country had such a restricted 
agriculture in relation to its population. 

Between the opening years of the century and the outbreak 
of the last war, this distinctive importance of exports in the 
United Kingdom economy was intensified rather than lessened. 
Exports of United Kingdom produce increased in the ten years 
before the war by £224 million, while net imports increased by 
only £178 million. Exports of coal, iron and steel and ships 
doubled in value, and exports of textiles, machinery and chemicals 


1 An address delivered at the Annual Meeting of the Royal Economic Society, 
held at Chatham House, on June 25, 1942. 

* Cf. Table in Grunzel, Economic Protectionism, p. 74. 
Nos. 206—7.—VOL. LII. 
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increased by more than a half; though price increases accounted 
for a part of the rise, there was a substantial increase in quantities. 
The expanding occupations were metals and machinery, coal 
and textiles; building and construction declined. When the 
first Census of Production was taken in 1907 the proportion of 
industrial production for export was a third; by 1912 it was 
probably higher. Nevertheless the position was one which might 
reasonably have justified Mr. Chamberlain’s fears. The country 
had too many eggs in too few baskets; cotton manufactures 
accounted for a third, coal and steel for a fifth of total exports. 
The United Kingdom was providing 70 per cent. of the total 
world’s exports of cotton manufactures, 80 per cent. of the world’s 
coal exports, and practically the whole of the world’s export of 
ships. Any serious dislocation of normal trade threatened such a 
predominance, and war was to dislocate normal trade for six years 
or more. 

The war of 1914-18, whether it caused it or only cloaked a 
change which was inevitable in any case, clearly marked a change 
of trend. Since then the importance of exports in the country’s 
economy has declined. The proportion of industrial production 
for export in successive Census years was 27 per cent. in 1924 
and 22 per cent. in 1930; it may be estimated at 17 per cent. in 
1935 and 15 per cent. in 1938. 

This change did not take the form of a uniform absolute 
contraction of exports generally. So far as it was due to absolute 
contraction of exports it was concentrated on a limited range 
of industries. In many industries exports were well maintained 
or expanded; but success in other directions did not compensate 
for the big losses of the few specialised exporting industries which 
accounted for the unique importance of exports in the pre-war 

‘economy. Cotton and coal alone accounted for a loss of over 
£70 million between 1912 and 1937 in spite of a big increase in 
prices. Moreover, the influences which explain the decline in 
these predominant trades operated to limit the expansion of 
compensating exports by other industries. By interrupting 
contact with markets, the war gave competing industries a chance 
to establish themselves. By raising British costs and depleting 
by taxation current resources available for re-equipment and new 
enterprise, the war handicapped industry in its attempts to 
recover lost markets or find new ones. There was no longer the 
assurance that the sterling proceeds of exports to the United 
Kingdom would be used to buy exports from the United Kingdom. 
More important, though deferred, was the spread of protection. 
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It was not so much the raising of existing tariffs that constituted 
the decisive change; it was the narrowing of the gaps in the wall 
of tariffs through which or over which exports had to make their 
way. Before 1914 the gaps were numerous and wide, and British 
exports could always spread in new directions when deflected by a 
new tariff from one country; after 1920 the gaps were fewer. 
The grant of fiscal autonomy to India closed a big gap, and the task 
of finding equivalent outlets for industries which held already such 
a predominant position in export markets as those I have mentioned 
became an impossible one. 

The absolute decline in exports, however, accounts for only a 
part of the change in the proportion of British industry carried on 
for export. The expansion of production for the home market 
was even more important, and the spread of protection assisted 
this indirectly, even before the revolution in English fiscal policy 
gave it a direct stimulus. 

One characteristic of British trade, we have seen, was the large 
volume of exchange with agricultural countries. It was amongst 
these countries that the spread of protection was most marked. 
Now, when an agricultural country decides by protection to 
create what for it is a new industry, enabling it to dispense 
with certain manufactured imports, it does not simultaneously 
seek to curtail its exports of agricultural products. Thus it 
interrupts the flow by which the rest of the world paid for its 
agricultural exports without interrupting these exports itself. 
The result is a tendency to depress the prices of the agricultural 
exports (exaggerated by the attempts of agricultural producers to 
compensate for lower prices by larger output) which offers some 
compensation to the industrial countries as consumers for their 
loss of income as producers. The low prices of agricultural 
produce in the late twenties and ‘thirties released income for 
expenditure on domestic demands, and thus facilitated the 
transfer of resources from export to home production.1 The 
agricultural surpluses of which we heard so much between the two 
wars were the correlative and consequence of the industrial 
redundancy for which the protectionist policy of the agricultural 
countries was responsible. 

In all the older industrial countries the industries depressed 
in the United Kingdom, with intermittent exceptions due to 
exchange depreciation or some similar transient local cause, were 


1 It is estimated that between 1913 and 1938 average prices of exports rose by 
35 per cent., while average prices of imports fell by 6 per cent. Snow, Journal 
of the Royal Statistical Society, C., III, p. 481. 
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also depressed : but being the largest exporter and adhering until 
1932 to the policy of free imports, the United Kingdom had 
thrust upon it a disproportionate share of the burden of adjust- 
ment. The exclusion of a country’s exports from an accustomed 
market by protection does not necessarily involve it in prolonged 
unemployment; but it does involve it in adapting its industry 
to new markets, new products or new trades altogether, and 
there is certain to be some unemployment while the process of 
adaptation is going on. The prolonged unemployment of the 
so-called Depressed or Special Areas between the two wars was 
essentially of this character. 

Thus the trend between the two wars was in the direction of a 
reorientation of industry away from exports. The readjustment 
forced on British industry by the spread of protection in its former 
markets took the form partly of adaptation to other markets 
and other exports, but much more of adaptation to the needs of 
our expanding home market. This was a spontaneous adaptation, 
not at all the result of deliberate Government policy, which con- 
tinued to attach primary importance to exports. Even after the 
revolution in fiscal policy in 1932 the Government was at least 
as anxious to assist the distressed export industries, on which the 
depressed areas depended, as to foster new industries by protection. 
The various preferential and bilateral arrangements which were 
superimposed on the new tariff were all directed to maintaining 
or expanding exports and preventing the deflationary effects of 
overseas protection; as such, their effect was not negligible. 
But the process, of readjustment was far from complete; in 
1938 there were still one in four of the insured workers of the 
Special Areas recorded as unemployed, and nearly as high a 
proportion in the twelve major declining industries.* 

Let us apply this analysis of pre-war trends to post-war 
prospects. Is the war likely to confirm the trend towards a 
protectionist economy on the Continental model? What are the 
conditions on which that trend might be reversed and the former 
importance of exports in our economy restored? ‘The question 
will arise in a pressing form, once the accumulated demands of 
the war period are met. In round figures (£ million), on the eve 
of the war British exports were 500 and retained imports 900; 
the gap was bridged by 200 net income from overseas investments, 
100 from shipping, 50 from miscellaneous services and 50 from 
realisation of overseas assets. It is to be expected that after the 
war a large part of our income from overseas investments will 


1 Dennison, Location of Industry and Depressed Areas, pp. 136 and 169. 
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have gone and our indebtedness to other countries increased ; 
shipping income will be probably reduced by loss of tonnage and 
increase of American competition; while our need of imports 
will have been expanded by some increase of population and 
the need of materials to repair war damage. We may therefore 
be faced with the alternatives of increasing our exports and 
lowering our standards of consumption. 

There is, in my opinion, little doubt that in the absence of special 
measures to reverse it, the pre-war trend will be resumed and 
strengthened, and exports become an even less important element 
in our economy. If I summarise my reasons, I shall indicate the 
dimensions of the task that faces us if we wish to reverse the trend. 

The scale of the expansion required to fill the gap in our over- 
seas payments is large to be achieved by exports alone. Exact 
estimates are impossible; but no one would, I think, put the 
increase required at less than the amount of German reparations 
as finally assessed, or at less than three or four times the amount 
of the debt payment to America on which we defaulted in 1933; 
it may well be much larger. In attempting this immense task 
we face the possibility of losing certain important branches of 
export which depended on Imperial Preference, Colonial Import 
Quotas, and bilateral trade agreements. The war is having 
the same effect as the last war in interrupting connections with 
overseas markets and stimulating competing supplies. Before 
the war we were losing exports in industries the technique of which 
is readily transferable, but were making up for some of the loss 
by expanding exports of metal and engineering products; the 
latter are the industries which have received the most direct 
stimulus in former markets from the wide diffusion of war pro- 
duction. The gaps in the wall of tariffs with which exporters of 
industrial products are faced are not likely to widen, since agri- 
cultural countries generally, including the Colonies, desire to 
diversify their economies. The elasticity of demand for its 
exports on which a single country can usually rely disappears 
when the industries on which it specialises are most of them 
over-expanded in the world as a whole and the markets on which 
it relies restricted by new tariff barriers. 

On the other hand, the attractions of the home market are not 
likely to be less than before the war. If agricultural countries 
force their exports on us while refusing to admit the manufactures 
with which we can most easily pay for them, they will depress 
agricultural prices again and, by releasing income for expenditure 
in the home market, encourage a further shift of industry of the 
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home market. Even if this stimulus is not repeated, we may 
count on an expansionist policy from post-war Governments 
which will have the effect of expanding the home market for 
industry (and for imports) while doing little directly for exports 
and possibly raising their costs. 

There are two further obstacles to any large recovery of exports 
that were present between the two wars and will be more im- 
portant after this war. Bagehot, writing in 1873, said, “ All 
sudden trades come to England,” because England was the only 
country that had the capital to finance them. “ England,” 
he added, “‘ has a special machinery for getting into trade new 
men who will be content with low prices, and this machinery will 
probably secure her success, for no other country is soon likely to 
rival it effectually.”’ This pre-eminence was certainly not obvious 
between the two wars. An unnoticed revolution had taken place ; 
direct taxation many times higher than Bagehot ever knew ate 
into the profits available for the expansion or re-direction of 
business; and profits are the most important source of capital 
on which British new enterprise draws. The same influence led 
industrialists to play for safety and to hold out for higher rewards 
in relation to any risk they took than they would have done 
before 1914. The prompt adaptability and ready finance needed 
to maintain full employment in an unprotected market. were 
conspicuous by their absence. 

The other is a matter of personnel. A great many firms, 
particularly merchanting firms, were specialised to export business 
and remained in it between the two wars because they were 
reluctant to discard their special experience and connections. 
But they incurred heavy losses in 1920-22 and again in 1929-32, 
and they have had little opportunity in subsequent years to make 
up for their losses. It is unlikely that all will resume activities 
after the war or that all those which go out will find successors; 
it is the home market that offers the greater attractions to new 
enterprise. This nineteenth-century type of exporting organisa- 
tion has been replaced by a different type—the direct handling 
of its own products by its own overseas staff—in some modern 
and expanding trades; but the whole benefit of their expansion 
is not secured for export, since they also find it suits them better 
to establish subsidiaries in overseas markets inside the tariff 
wall; rayon exports, for example, did little to compensate for 
declining cotton exports. These are reasons for expecting the 
importance of exports to decline further, unless, as I said, special 
measures are taken to reverse that tendency. 
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Before I turn finally to the question of the conditions under 
which it might be reversed, there is one very practical issue to 
which I should refer—can the United Kingdom balance its pay- 
ments by any means except an expansion of exports? Can it 
possibly balance it by contracting imports? It must be re- 
membered that it is a balance of values, not quantities, that we 
seek. 

It is commonly assumed that our imports, consisting as they 
do mainly of foodstuffs and raw materials, cannot be reduced. 
Actually the exigencies of war have shown that we can reduce 
many and dispense with others without serious hardship. Nor 
should this surprise us, since pre-war variations in the volume 
of many important commodities were too great to allow us to 
think of them as absolute necessaries. Butter imports increased 
by three-fifths between the ’twenties and the outbreak of war; 
bacon imports declined by two-fifths in four years; egg imports 
varied by as much as a sixth from year to year—these three 
accounted for almost a tenth of our imports. Raw material 
imports would naturally be reduced if the exports of manufactures 
in which industry embodied them decline; raw cotton imports 
were less than three-quarters in 1937 of what they were in 1913. 
Imports of industrial products are largely a matter of price; 
the war has forced us to widen the scope of our industries and we 
shall be able to dispense with many pre-war imports if we have to. 
I do not suggest that we can reduce our imports to the extent 
needed to bridge the anticipated gap in our international accounts 
without affecting the standard of life; but I do suggest that a 
ten per cent. contraction of imports (which would make as big a 
contribution as an eighteen per cent. expansion of exports) would 
be easier to effect and need not involve any very great or lasting 
hardship. The maintenance of the standard of life of the popula- 
tion depends much more on maintaining full employment (in the 
economy as a whole) than on fractional changes in imports or 
exports. 

We come then to the conditions which have to be satisfied 
if the decline in the importance of exports is to be reversed. I 
shall content myself with putting forward summarily for dis- 
cussion what seem to me the more important. 

First I should put the adoption of export expansion as an 
object of Government policy. By this I mean something more 
than the mere commendation to industry of the importance of 
exports. Exports are made, not by the Civil Servants and 
economists who decide they are important, but by traders who 
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have to see that their costs are covered with a reasonable chance 
of profit before they launch out. The scales are weighted against 
exports; the exporter runs a currency risk which the producer 
for the home market avoids; his markets are exposed in most 
cases to a greater political risk; even in periods of political 
stability he has to enforce disputed contracts in foreign courts 
or—more commonly—let them go by default; he has not the 
same opportunities of visiting his markets and checking his cus- 
tomers’ credit-worthiness. Some at any rate of these risks he will 
have to be relieved of if he is to be drawn back into export trade. 
When the unhappy experience of the major exporting industries 
in the last twenty years is brought into account, the deterrents to 
export which have to be overcome are considerable. The de- 
clining industries all need extensive re-equipment, but capital 
does not flow naturally into declining and unprofitable industries. 

The second condition is that other Governments collaborate 
in a policy of expanding international trade as a whole. The 
Economic Section of the League of Nations has prepared a report 
on Commercial Policy 1919-39, the main theme of which is “ to 
bring out the contrast between the commercial policies recom- 
mended by Governments and business men sitting in conclave 
and the policies actually pursued ’—a discouraging comparison. 
It is not, however, an unreasonable expectation that the attitude 
of Governments will be different after this war. Their members 
have learned something from the results of a purely selfish 
nationalism between the two wars. It is not cynical to suggest 
also that they have taken the evils of trade barriers more seriously 
since they lost the last great unprotected market offered till 
1931 by the United Kingdom. The habit of collaboration may 
well be formed in the course of dealing with the urgent task of 
restoring the economic activity of a dislocated world after the 
war. 

I should put as a third condition, but one that may need 
qualifying by reference to the differing circumstances of different 
industries, a much more general integration of marketing with 
manufacture. The salesman who has machinery of his own to 
keep going is a more dangerous competitor than the merchant 
who has not that direct responsibility. One of the advantages 
of large scale is the possibility it affords of taking its products to 
the consuming markets itself. 

Finally I should mention a concerted policy of economic 
expansion whenever there are signs of any decline of spontaneous 
private activity. This will not necessarily help our balance of 
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payments problem ; it is likely to increase our imports as much as 
our exports, and a general increase in world demand will not by 
itself divert trade to us from cheaper competitors. But it will 
make easier every other measure called for to expand international 
trade; for it predisposes people and Governments to think of 
supplies rather than of employment. The greatest benefit 
which the two great importing countries, the United States and 
United Kingdom, can confer on world trade, is to maintain the 
level of income and activity high in their own markets. The 
current opinion in some American circles that the protectionist 
policies of the *twenties were the principal cause of the de- 
pression in the thirties is, I think, a serious exaggeration; but 
it would be difficult to exaggerate the influence of the depression 
in producing the protectionist policies of the ’thirties. 


Henry CLay 
London. 








THE NATIONAL INCOME, OUTPUT AND EXPENDITURE 
OF THE UNITED STATES OF AMERICA, 1929-41 


I. Some General Remarks on the American Estimates 


THE purpose of this paper is to present the published estimates 
of income, expenditure, savings, etc., in the United States in a 
form which as far as possible is comparable with the official 
estimates of this country.1_ The work is mainly based on recent 
figures published in the Survey of Current Business,” though other 
sources ° have been used where necessary. I have confined myself 
to data already published, and have aimed at presenting the data 
in a comparative form. Two results arise from this. 

First, while the general form and, as far as possible, the specific 
details of the two sets of estimates are comparable, allowance 
must be made for the fact that there are innumerable possibilities 
for minor discrepancies. In the absence of the fullest details of 
the two sets of estimates, it is impossible to be aware of the 
quantitative importance of all of these, let alone make adjustment 
forthem. Accordingly, although in a general way the comparison 
is probably reliable, the possibility of differences of definition 
should be borne in mind if small component items are to be 
compared. 

Second, the form of presentation adopted here differs from 
that followed by the United States Department of Commerce in 
setting out their calculations. In the recent estimates in the 
Survey of Current Business the concept of gross national product 
at market prices is used in preference to that of the net national 
income at factor cost. The difference between these concepts is 
simply the sum of depreciation allowances and indirect taxes, 
and I do not wish to suggest by the form of presentation adopted 
here that one concept is right and the other wrong. Which is 

1 See An Analysis of the Sources of War Finance and an Estimate of the 
National Income and Expenditure in 1938, 1940, and 1941, Cmd. 6347, April 1942. 

2 See in particular : 

(a) National Income exceeds 76 Billion Dollars in 1940, by Milton Gilbert 

and Dwight B. Yntema. June 1941, pp. 11-18. 

(b) An Economic Review of 1941, subsection on ‘‘ The National Income.” 


February 1942, pp. 11 and 12. 

(c) War Expenditures and National Production, by Milton Gilbert. March 
1942, pp. 9-16. 

(d) Preliminary Estimates of Gross National Product, 1929-41, by Milton 
Gilbert and R. B. Bangs. May 1942, pp. 9-13. 

3 The only other sources used are in respect of (a) imputed rents (see note to 
item 1 b of Table I), (6) federal debt interest (see note to item 70 a of Table IV), 
and items entering into the estimates of the balance of payments and foreign 
investment (see notes to the items of Table V). 
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chosen is a matter of convenience, and it depends partly on taste 
and partly on the problems to be solved. 

At the same time, I find the Department of Commerce’s 
definition of national income rather inconvenient. The points 
of difference between this national income concept and the net 
national income adopted here can be seen as follows. The 
figures relate to 1941. 





U.S. $000,000,000. 





(1) Net National Income (as set out in Table I below). 99-1 
Plus 

(2) Social security contributions of nee ; ‘ 1-6 

(3) Federal debt interest ; . : ; 1-1 
Less 


(4) Imputed rents on owner-occupied houses (say) . : —1 
(5) Corporation income and excess profits taxes js > —6 
(6) Capital outlays charged to current ae : : —l- 
(7) Inventory revaluations . . 3 
(8) National Income (Department of Cian cman 

logy) ; : ; i ‘ 94-7 











I do not wish to discuss these differences in detail, but it 
seems to me that the exclusion of (5) and (7) in particular is 
undesirable in a measure of factor incomes. The exclusion of (5) 
involves these taxes being treated as indirect taxes. In times of 
war, when excess profits taxes reach a high level, this treatment 
involves an apparent shift of earnings away from property which 
follows statistically solely from the method of tax collection. 
It is not easy to draw the best line between direct and indirect 
taxes, but I am sure that this line is not a good one. 

The exclusion of (7) means that investment in stocks is 
measured by the increment of value and not the value of the 
increment. Stocks are thus treated differently from fixed assets, 
investment in which is measured by the value of the increment. 

It will be seen from the following tables that the American 
data make possible an analysis more complete in some respects 
than the one given in the British White Paper. Thus in Table V 
the identity between the balance of payments and foreign invest- 
ment is presented in a way which brings out the influence of foreign 
buying in generating incomes in the United States. Table VI 
shows in a similar way the influence of domestic expenditure in 
generating these incomes. 

In connection with Table II it is perhaps of interest to note 
that a comprehensive investigation was made into the distribu- 
tion of consumer incomes for the twelve month period July 1935 
through June 1936.1 The figure given for the total net money 


1 See the National Resources Committee’s Report on Consumer Incomes 
in the United States—their Distribution in 1935-36. The distribution was 
based primarily on sample data collected in the Study of Consumer Purchases, 
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income plus the value of certain items of nonmoney income, such 
as the occupancy of an owned home or food produced by rural 
families for their own use, of families and single individuals with 
the exception of two million persons living in institutions or 
quasi-institutional groups, was 59-3 milliard dollars. At the 
time this figure appeared reasonably in line with estimates of 
income paid out, but more recent data on personal incomes 
(see item 48, Table II) suggest that this figure is somewhat too 
low. No doubt a part of the discrepancy can be accounted for by 
differences of definition, and it would be interesting to see a 
reconciliation of the two sets of figures. 

It will be noticed that in the tables that follow, as in their 
British counterpart, some items are obtained by difference. 
For example, this is the case with expenditure on non-durable 
consumers’ goods and services in Table I and personal savings 
in Table II. It is stated, however, in another article + that “‘ the 
National Income Unit of the Division of Research and Statistics 
is now engaged in preparing comprehensive direct annual estimates 
of consumer expenditures by measuring the flow of commodities 
and services passing to consumers,” and, as can be seen from the 
note on item 52 of the following tables, some direct measurement 
has already been made of the flow of personal savings. 

When this work is complete it would appear that there will 
be some degree of statistical check of the totals of the tables. 
In the case of Table I it seems that the first two columns are not 
statistically independent, and do not therefore check one another. 
How independent column 3 will be is not clear, but if there is a 
large measure of independence, it may be worth while to revise 
the items in the light of the new information provided by the 
interrelations of the variables. A forthcoming article? by the 
writer in company with Mr. D. G. Champernowne and Mr. J. E. 
Meade will suggest a method for using this information. 

It is clear from the articles mentioned above that work is 
proceeding apace on the American estimates. It is desirable, 


a Works Progress Administration project conducted by the Bureau of Home 
Economics and the Bureau of Labor Statistics in co-operation with the National 
Resources Committee and the Central Statistical Board. Findings in that study 
were supplemented by income-tax statistics and by other sample data on family 
and individual incomes. 

1 **The Changing Relation of Consumer Income and Expenditure,’’ by R. B. 
Bangs, S.C.B., April 1942, pp. 8-12. 

2 To appear in the Review of Economic Studies. It is interesting to note 
that the data of Table V could already be made the subject of this type of 
analysis. At the moment it is assumed ‘hat the estimates of the balance of 
payments are infinitely more accurate than those of foreign investment. While 
in this case the assumption may be approximately true, a similar assumption is 
unlikely to be justified in a comparison of the columns of Table I. 
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therefore, that account should be taken of revisions appearing 
in issues of the Survey of Current Business for months later than 
May 1942, if these figures are to be used for any specific purpose. 
One set of figures which in particular may be considerably ampli- 
fied is that relating to public authorities (see Table IV). At the 
moment neither government income from property nor subsidies 
enter explicitly into this table, and it is not altogether clear how 
it would be affected by their inclusion. 

There is one addition to these tables which would be of 
great value to economists—namely, a table reconciling net invest- 
ment at home and abroad with changes in appropriately valued 
direct estimates of the stock of capital. In view of the importance 
in theory of the partial relation between net investment and the 
stock of capital in existence, it would be a gain if estimates of 
these two variables could be made available on a common logical 
and statistical basis. 


II. Three Comparisons with the Progress of War Finance in the 
United Kingdom 

The figures given below for the United States cover the 
four years 1938-41. No attempt has been made to use the 
figures of calculated requirements for the fiscal year 1942-43,! since 
these figures are not forecasts and were made some months before 
the beginning of the fiscal year. It is not, therefore, to be expected 
that the final ratios which follow will be numerically similar to the 
comparable British figures in 1941. It is only in 1942 and 1943 
that the American war effort will really get into its stride. 


(1) The following analysis of the proportion of resources 
absorbed by government expenditure can be compared with 
that contained in section B, p. 4, of Cmd. 6347. 

(U.S. $000,000,000.) 


1938. 1939. ti 1940. 1941. 











(1). Total Government expenditure at 


























market prices (item 72) x : 16-3 | 17-6 19-0 27-0 
Less 
(2) Transfer payments, including federal 
debt interest (item 70) ‘ . | —33 —3-5 —3-8 —3-5 
(3) Government expenditure on goods 
and services at market prices ‘ 13-5 14-1 15-2 23-5 
(4) Personal expenditure on consumption 
at market prices (item 31 @ and b) 59-9 63-5 67-7 77-4 
Less 
(5) All other business taxes (item 36) . | —7:l | 1 —9-0 |—10-7 
(6) Adjusted personal aa ramaatd on 7 pee 
consumption ° 52-8 55-4 58-7 66-7 
(7) Sum of (3) + (6). 66-3 69-5 73-9 90-2 
(8) Item (3) as a percentage of item (7). 20 20 21 26 





1 See S.C.B., March 1942, p. 11, Table 2. 
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The analysis in section B of Cmd. 6347 leads to the following 
percentages for the United Kingdom: 1938, 19; 1940, 44; 
1941, 52. 

As stated in the first part of this paper, great care must 
be taken in interpreting the comparison of individual items which, 
though they have similar titles, may have somewhat different 
definitions in the two countries. The following notes will help 
to allow for certain sources of error in the above comparison. 

First, purchase of land by public authorities from the private 
section of the economy is excluded from item (3), though it is 
included in the similar estimate in Cmd. 6347 (see note to item 
8(c), Table II, p. 17). It is unlikely, however, that this item 
will make much difference to the comparison. The treatment of 
subsidies might perhaps be more important, but, as stated above, 
this matter is at the moment rather obscure. 

Second, item (4) has been adjusted by the inclusion of imputed 
rents. 

Third, it is assumed that the whole of the category “ All 
other business taxes’ (item (5) of this table, see note to item 
36 below) fall specifically on consumption goods and services. 
This is no doubt not quite true, since some of these taxes will fall 
more or less generally on output as a whole. The effect of this 
assumption is to raise the ratio shown in item (8). 


(2) The following analysis of the proportion of the national 
income devoted to taxation can be compared with that 
contained in section E of Cmd. 6347. 


(U.S. $000,000,000.) 





| 1938. 1939. 1940. 1941. 





79-8 99-1 


to 
o 


(1) Net national income ; ‘ | 66-1 72- 








(2) Direct taxes, etc. 5:7 11-5 
(3) Indirect taxes, etc. 10-3 12-3 


oo 


Ww bo 
oe 
~ 





(4) a tax inane 
+ (3) . 


(5) Total tax payments as a aati 
of net national income 


13-5 14-5 17-0 23-8 








20 20 21 24 














Since taxes here, with the exception of corporation income 
and excess profits taxes, are on a payments as opposed to an 
accruals basis, it is probably best to compare item (5) above with a 
ratio based on tax payment figures in the United Kingdom. 
Comparable percentages based on the data in Cmd. 6347 are: 
1938, 25; 1940, 29; 1941, 37. For certain purposes it is more 
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appropriate to add transfer payments to net national income so 
as to obtain a rough measure of taxable incomes. The percent- 
ages then become : for the United States, 19, 19, 20 and 23; and 
for the United Kingdom, 23, 27 and 34. 

In comparing these proportions, it should be borne in mind 
that war risks insurance premiums and War Damage Act con- 
tributions and premiums appear in the British figures, and that 
no subsidies are deducted from indirect taxes, etc., in the American 
figures. 


(3) The sources of war finance in real terms. 


This analysis must be regarded as especially rough, and 
is only intended to show the broadest orders of magnitude. 
Nevertheless, if substantially correct, it will give some indication 
of one important difference between the two countries—namely, 
the much greater possibilities of expansion of the American 
economy. 

The following table can be derived from the data in Table I 
below. 1938 is not included, since it was a year of considerable 
depression in the United States and not, therefore, very suitable 


as a base year. 
(U.S. $000,000,000.) 

















1939. 1940. 1941. 
(1) Government expenditure on goods and services 
at market prices. . ° ° ‘ 14-1 15-2 23-5 
(2) Net national income at market prices . 81-4 90-1 111-4 
(3) Personal expenditure on consumption at 
market prices . 63-5 67-7 77-4 
(4) Net investment at home and abroad at market 
prices. S “ - . é 3-8 7-2 10-5 











In order to convert these estimates to terms of 1939 prices, 
I propose to use the limits set by the movements of (a) the cost- 
of-living index and (6) the index of finished product prices. I 
am conscious that this will result in a very crude analysis but I 
think it will be adequate for the purpose in hand. The movement 
of these prices relative to 1939 has been as follows : 





1939. | 1940. 1941. 





100-8 105-8 


(a) Cost-of-living index . r ; ' 100-0 
101-5 110-8 


(6) Index of finished product prices “ F ‘ 100-0 














From these data the following table can be compiled, showing 
the changes in real terms between 1939 and subsequent years as 
percentages of the net national income at market prices in 1939. 
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Change in real terms between 1939 
and subsequent years as a percent- 
age of the net national income at 
market prices in 1939. 
1940. 1941, 
(1) Increase in Government expenditure 
on goods and services . : : 1 9-10 
(2) Increase in output of goods and ser- 
vices of all kinds (i.e., net national 
income) ‘ ; ‘ : ‘ 9-10 23-29 
(3) Decrease in personal expenditure on 
consumption ; ‘ ; : 4-5 8-12 
(4) Decrease in net investment at home 
and abroad . ° ° . ‘ 4 7 








Note.—The figures in italics are negative. 

No analysis on these lines has been made officially for the 
United Kingdom except for the decrease in consumption. In 
section C of Cmd. 6347 it was suggested tentatively that the fall 
in real consumption between 1938 and 1941 was probably of the 
order of 15 to 20 per cent. This is equivalent to a statement that 
the fall was between 11 and 15 per cent. of the net national income 
of 1938. A more comprehensive estimate has appeared in the 
Economist,' which gives the following percentages for the changes 
in the items between 1938 and the financial year 1941-42 compared 
with the net national income of 1938: increase in Government 
expenditure on goods and services, 55; increase in output, 12}; 
reduction in consumption, 14; drafts on capital, 28}. Without 
going into the statistical basis of these estimates, I shall assume, 
as seems reasonable, that they are sufficiently accurate for a very 
broad comparison. 

The main fact which emerges clearly even from these rough 
figures is the difference in the estimates of increased output : 
some 12} per cent. of the 1938 level between 1938 and the financial 
year 1941-42 in the case of the United Kingdom, and between 
23 and 29 per cent. of the 1939? level between 1939 and 1941 
in the United States. 

This large increase in American output is mainly to be attri- 
buted to the comparatively low level of the employment of re- 
sources in that country even at times of “good” trade. The 
level of unemployment has been high in the United States for 
many years, and average hours of work have been sufficiently 
low to allow a considerable rise in output through their increase. 
Thus between 1939 and 1941 civil non-agricultural employment 


1 ** The Shadow of the Budget,’’ Economist, January 3, 1942, pp. 4 and 5. 
2 1939 has been chosen in preference to 1938, since, as stated above, the 
recession of 1938 reached very considerable proportions in the United States. 
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is estimated to have increased by some 4-3 millions ! or 12 per cent., 
while in the latter year there were still some 4 million ? workers 
unemployed. Over the same period average weekly hours in 
factories increased by 2-9 hours per week,’ or nearly 8 per cent. 
Another factor which affects this calculation is the difference 
in the size of the armed forces in the two countries. The latest 
figure available for the United States puts military and naval 
forces at a little over 2 million 4 in November 1941. In relation 
to the size of the population this would compare with a force 
of about 750,000 in the United Kingdom. I do not think that 
any secret will be disclosed by the suggestion that the armed 
forces of this country had reached a figure significantly higher 
than three-quarters of a million by 1941. On the other hand, 
it is important that this factor should not be over-estimated, 
since in the income and output statistics used here an allowance 
is made for the value of the services rendered by the armed forces. 


RICHARD STONE 
London. 


APPENDIX 


The following tables set out the American estimates of national 
income, expenditure, savings, etc., on lines comparable with those 
adopted in the official estimates for this country. Tables I-IV 
contain information comparable with that set out in the similarly 
numbered tables of Cmd. 6347, although the arrangement of 
Table III has been altered to a form which is more convenient 
for the analysis of peace-time figures, when less importance 
attaches to the finance of central government expenditure. 
Tables V and VI are extensions of these general tables on lines 
suggested by Mr. Meade and myself in a recent article.5 The 
items in the tables have been numbered consecutively, and the 
notes at the end are intended as a rough guide to their contents. 

The notes have been compiled from a number of sources, 
some of which may be out of date. I am conscious of their 
shortcomings and of the temerity of undertaking their compilation. 
I hope that any serious inaccuracies will be corrected by those 
better acquainted with the figures than I am, and that it will not 
be long before a complete account of their magnificent new work 
is published by the Department of Commerce. 


1 See S.C.B., February 1942, p. 64. 

2 See S.C.B., February 1942, p. 46. 

® As measured by United States Department of Labor’s average of hours 
worked in ninety industries, reported monthly in S.C.B. 

* See, e.g., S.C.B., February 1942, p. S-7. 

5 **The Construction of Tables of National Income, Expenditure, Savings 
and Investment,’’ Economic JouRNAL, June-September 1941, pp. 216-33. 
Nos. 206-7.—VOL. LI. M 
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UNITED STATES 
NET NATIONAL INCOME, 
TABLE I.! 
1929. 1930. 1931. | 1932. 
1 Net rents and royalties 
a Money rents and royalties (net) 3-4 2-7 2-0 1-2 
b Imputed rent 2-3 2-3 1-7 1:3 
2 Interest (net) excluding federal debt 5-2 5-5 5-4 5-1 
interest 
3 Corporation income and excess profits 1-4 0-9 0-6 0-5 
taxes 
4 Net income of incorporated business 
a Dividends to stockholders (net) 5-v 5-6 4:3 2-7 
b Corporate savings 1-2 —3-9 —58 —6-4 
5 Net income of unincorporated business 
a Agriculture 5-6 4-2 2-5 1-7 
b Others 8-6 6-5 5-0 3-6 
6 Capital outlays charged to current ex- 0:8 0:8 0-6 0-4 
pense 
7 Inventory revaluations 0-5 3-7 2-8 1-2 
8 Salaries and wages 52-2 47-4 39-8 30-9 
9 Work-relief wages —- _- 0-1 0-1 
10 Other labour income 0-4 0-5 0-5 0-4 
11 Revision and rounding-off errors 0-1 —0-2 0-1 0-1 
12 Net national income at factor cost 87-6 76-0 59-6 42-8 
13 Agriculture 73 5-6 3:7 2-6 
14 Mini 1-9 1-3 0-7 0-5 
15 Manufacturing 20-4 15-1 10-3 6-1 
16 Contract construction 3-5 2-6 1-8 0-8 
17 Transportation 71 6-2 5-0 3-7 
18 Power and gas 1-4 1-3 1-2 1-1 
19 Communications 1-0 1-0 0-9 0-7 
20 Trade 11-1 9-0 7-2 5-1 
21 Finance 11-7 10:3 8-2 6-2 | 
22 Government 5-6 5-9 5-9 5-9 | 
23 Service 9-9 8-9 7:5 5-7 | 
24 Miscellaneous 4-0 3:5 3-0 2-4 | 
25 Corporation income and excess profits 1-4 0-9 0-6 0-5 
taxes 
26 Capital outlays charged to current ex- 0:8 0-8 0-6 0-4 
pense 
27 Inventory revaluations 0-5 3-7 2-8 1-2 
Less 
28 Social security contributions of em- — — —_— = 
ployers 
29 Revision and rounding-off errors = —0-1 0-2 —01 
30 Net national output at factor cost 87-6 76-0 59-6 42-8 




















This table is continued on the next page. 


1 For notes on the items of this table see pp. 170-171 below. 
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TABLE I (continued). 
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UNITED STATES 


NET NATIONAL INCOME, 







































































































1929. 1930. | 1931. | 1932. 
31 Consumers’ purchases | 
a Durable goods 9-9 8-1 | 6-3 | 4-2 | 
b Non-durable goods and services (63-2) | (59-1) | (49-6) | (40-1) | 
32 Government expenditures for goods 
- and — | 
a ational defence 
b Federal non-defence i 20 1-8 | ‘2 18 
c State and local 8-3 4 8-8 7 7:8 
33 Private gross capital expenditure at 
home 
a Residential construction 
b Factory, public utility and other } 8-3 5-6 3-8 1-8 
construction 
c Equipment 73 6-0 4-2 2-4 | 
dj Current value of physical change in 1-6 —0:3 —2- —2:3 | 
business inventories 
e Net change in monetary stock less net | —0-2 0-1 0-2 0-1 
import of gold and silver 
Less 
34 Depreciation, etc. 
a Depreciation and depletion charges —6-8 —69 | -67 | —62 
b Other charges and reserves —1-0 —11 —1:3 —1-5 
35 Net change in foreign claims | 0-6 0-7 0-2 0-2 
Less 
36 Other business taxes te 5-6 —5-9 —5-6 —5-6 
37 Social security contributions of em- — — - _— 
ployers | 
38 Net national expenditure at factor cost 87-6 | 76-0 | 59-6 | 42-8 | 
1 For notes on the items of this table see pp. 171-173 below. 
TABLE II.? PERSONAL INCOMES, 
| 1929. 1930. 1931. 1932. 
39 Net rents and royalties 5-7 5-0 3-7 2-5 
40 Interest (net) including federal debt 5-9 6-1 6-0 5:7 
interest 
41 Dividends to stockholders of incorpor- 5-9 5-6 4-3 2-7 
ated business (net) | 
42 Entrepreneurial withdrawals from un- 14-0 11-8 9-3 71 
incorporated business 
43 Salaries and wages 52-2 47-4 39-8 30-9 
44 Work-relief wages —_ -- 0-1 0-1 
45 Other labour income 0-4 0:5 0-5 0-4 
46 Other transfer payments 0-7 0:7 1-9 1:3 
47 Revision and rounding-off errors 0-1 —0-1 = 0-2 
48 Personal incomes before taxes 84-9 77-0 65-6 50-9 
49 Consumers’ purchases 
a Durable goods 9-9 8-1 6-3 4:2 
b Non-durable goods and services 63-2 59-1 49-6 40-1 
50 Direct personal taxes 3-0 2-6 2-4 1-9 
51 Social security contributions of em- 0:2 0-2 0-2 0-2 
ployees 
52 Personal savings (8-6) (7-0) (7-1) (4-5) 
53 Personal expenditure, tax payments 84-9 77-0 65-6 50-9 
and savings 











* For notes on the items of this table see p. 173 below. 
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UNITED STATES 












































. —. 
| 1929 1930. | 1931 | 1932 

54 | Personal savings 8-6 7 | Tl | 45 

55 | Savings of unincorporated business 0-2 —1-2 —17 | —19 
other than agriculture 

56 | Corporate savings 1-2 —3-9 —5-8 —6-4 

57 | Capital outlay charged to business ex- 0:8 0-8 0-6 0-4 
pense 

58 | Inventory revaluations } 05 3-7 2-8 1-2 

59 | Private savings 11-3 6-4 3-0 —2-2 

60 | Private net investment at home in fixed 7:8 3-6 —— —3-5 
capital 

61 | Current value of the physical change in 1-6 —0:3 —2-0 —2-3 
business inventories 

62 | Net change in monetary stock less net | —0-2 0-1 0-2 0-1 
import of gold and silver 

63 | Net change in foreign claims 0-6 0-7 0-2 0-2 

64 | Deficit of public authorities 1-5 2-3 4-6 3-3 

65 | Private net investment at home and 11-3 6-4 | 3-0 —2-2 
abroad plus the deficit of public 
authorities 






















1 For notes on the items of this table see pp. 173-174 below. 


TABLE IV.? 


INCOME, DEFICIT AND 



























































1929. 1930. 1931. 1982. 
66 Direct taxes, etc. 
a Federal corporate income and excess 1-2 0-8 0-5 0-4 
profits taxes 
b State corporate income taxes 0-2 0-1 0-1 0-1 
c Direct personal taxes 3-0 2-6 2-4 1-9 
d Social security contributions of em- 0-2 0-2 0-2 0-2 
ployees 
67 Indirect taxes, etc. 
a All other federal business taxes 1-2 1-0 0-8 1-0 
b All other state and local business 4-4 4-9 4-8 4-6 
taxes | 
c Social security contributions of em- —_— —_ | — _ 
ployers 
68 Deficit 1-5 2-3 | 46 | 33 
69 Income plus deficit 11-7 11-9 | 13-4 | 11-5 
70 Transfer payments 
a Federal debt interest 0-7 0-6 0-6 0-6 
b Other transfer payments 0-7 0-7 1-9 13 
71 Government expenditures for goods 
and services 
a National defence 2-0 1-8 ‘a 1-8 
b Federal non-defence sd 0 
c State and local 8-3 8-8 8-7 78 
72 Total expenditure 11-7 11-9 13-4 11-5 























2 For notes on the items of this table see p. 174 below. 
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1933. | 1934. | 1935. | 1936. | 1937. | 1938. | 1939. | 1940. | 1941. 

2-5 3-5 4-2 5-9 6-6 46 6-0 7-2 \ _ 

—0-4 —0-2 —0-1 0-2 0-1 —0-2 = 0-1 
28 | -21 | -13 | -o9 | -o8 | —1-5 0-4 1-3 2.6 
0-4 0-5 0-6 0:8 0-8 0-5 0-8 1-0 18 
-_19 | -09 | -o06 | -—03 | -0-7 09 | —o03 | -o4 | —32 
| —29 0-8 2-8 57 6-0 4:3 6-9 9-2 13-7 
oie 1-56 | ~o8 0-6 2-9 11 1-9 3-6 5-5 
-07 | —o-1 0-2 2-2 11 | —1-3 0:8 1-8 3-6 
0-4 0-2 0-2 | —0-2 0-4 0-1 0-3 0-4 0-5 
0-2 0:5 02 | —0-1 0-1 Ll 0:8 1-4 0-9 
1-9 2-7 3-1 3-2 1-5 3-3 3-1 2-0 3-2 
| 9.9 0-8 2-8 5-7 6-0 43 6-9 92 | 13-7 

| 
EXPENDITURE OF PUBLIC AUTHORITIES 
U.S. $000,000,000 

1933. | 1934. | 1935. | 1936. | 1937. | 1938. | 1939. | 1940. | 1941. 
0-5 0-7 0-9 1-3 1-4 1-0 1-3 2-6 6-6 
0-1 0-1 0-1 0-2 0-2 0-2 0-2 0-2 0:3 
1-8 1-9 2:3 2-9 3-1 33 2-9 3-0 3-8 
0-2 0-2 0-2 0:3 0-7 0-7 0-7 0-9 0-8 
16 2-2 2-1 2-3 2-4 2-1 2:3 3-1 42 
44 4-5 5-0 5-0 5-0 5-0 5:8 5-9 6-5 
a wal ia 03 1-0 1-2 13 1:3 1-6 
1-9 2-7 3-1 3-2 1-5 33 3-1 2-0 3-2 
105 | 123 | 13-7 | 155 | 153 | 168 | 176 | 19:0 | 27-0 
0-7 0:8 0:8 0:8 0-9 0-9 1-0 Ll 1-1 
1-4 1-5 1-8 2-9 1-7 2-4 2:5 2-7 2-4 
° e 2 
19 | 41 3-1 3-8 5-2 5-9 { re . 1. Se 
6-5 5-9 8-0 8-0 7-5 7-6 83 8-3 8-2 
7:6 90 | 27-0 
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UNITED STATES 
INCOME GENERATED BY 
TABLE V.! 
| | 1929. | 1930. 1931. 1932. 
73 Income generated by receipts from 
abroad 
a Merchandise 5-4 4-0 2-6 1-7 | 
b Freight, shipping and miscellaneous 0-4 0-4 0-3 0-2 
services 
c Interest and dividends (net) , | 0-6 0-6 0-5 0-4 
d Other expenditures and remittances, | 0-3 0-4 0-1 0-1 
including government transactions | 
(net) | 
74 Income generated by receipts from 6-7 5-4 3-5 2-4 
abroad 
75 Current expenditure abroad | 
a Merchandise 4-7 3-3 2-3 15 | 
b Freight, shiping and miscellaneous 0-4 0-4 0-3 0-2 | 
services 
c Other expenditures and remittances 1-1 1-0 0-8 0-6 | 
76 Net investment abroad 
a Gold and silver movements (net) 0-1 0-3 —0-2 — | 
b Long-term capital movements 0-1 0-3 —0-2 —0:2 | 
c Movements of short-term banking 0-1 0-5 0-7 0-4 | 
funds 
d Other capital transactions — — _— 01 | 
77 Other transactions and residual 0-1 —0-4 —0-2 —0-2 | 
78 Rounding off errors 0-1 — ~- —- | 
79 Current expenditure and net invest- 6-7 5-4 3-5 2-4 
ment abroad | 
1 For notes on the items of this table see pp. 174-175 below. 
INCOME GENERATED BY 
TABLE VI.? 
1929. | 1930. | 1931. | 1932. | 
80 | Net national income at market prices 93-2 81-9 65-2 48-4 | 
Less 
81 Income generated by receipts from | —6-7 —5-4 —3-5 —2-4 
abroad | 
82 Income generated by expenditure at 86-5 76-5 61-7 | 46-0 
home 
83 | Consumers’ purchases 73-1 67-2 55-9 44:3 
84 | Government expenditures for goods 10-3 10-6 10-9 96 | 
and services 
Less | 
85 | Current expenditure abroad —6-2 —4-7 —3-4 —2:3 | 
86 | Private net investment at home 9-2 3-4 —1-8 —5:7 | 
87 Discrepancy (i.e., 35 + 81 — 85) 0-1 — 0-1 Ol | 
88 | Current expenditure and net invest- 86-5 76-5 61-7 46-0 | 
ment at home 
2 For notes on the items of this table see p. 175 below. 
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OF AMERICA 
RECEIPTS FROM ABROAD 
U.S. $000,000,000 
1933. | 1934. | 1935. | 1936. | 1937. | 1938. | 1939. | 1940. | 1941. 

1:8 2-2 2-4 2-5 3-4 3-2 3:2 4-1 

0-2 0-2 0-2 0-3 0-3 0:3 0-3 0-3 

0-4 0-4 0-3 0-3 0-3 0-4 0-3 0-3 

- 0-1 0-1 0-1 0-1 0-3 0-1 pa 

2-4 2-9 3-0 3-2 4:1 4-2 3-9 4-7 

1-6 1-7 2-1 2-5 3-1 2-0 2-4 2-7 

0-1 0-2 0-2 0-2 0-3 0-3 0-3 0-3 

0-4 0-5 0-5 0:7 0-8 0-7 0-5 0-4 

—0-2 1:3 2-1 1-2 1-5 1-9 31 4-2 

na —02 | -05 | —08 | —0-5 ons oat at 

0-4 | —02 | —1-1 | —0-4 | -04 | -—03 | -—1-2 | -—0-9 

| 

| Ol a —0:1 _ —_ _ —0-2 | —0-7 
~ —05 | —0-4 | —o2 | -06 | -—0-5 | -—10 | —1:3 

_ 0-1 0-2 cane —0-1 0-1 nt ome 

2-4 2-9 3-0 3-2 4:1 4-2 3-9 4-7 
































EXPENDITURE AT HOME 
U.S. $000,000,000 

















1933. 1934. 1935. 1936. 1937. 1938. 1939. 1940. 1941. 

47-9 56-8 64-1 74:5 81-0 74-4 81-4 90-1 111-4 

—2-4 —2-9 —3-0 —3-2 —41 —4-2 —3-9 —4-7 

45-5 53-9 61-1 71-3 76-9 70-2 77-5 85-4 

43-6 48-7 53-3 60-2 63-8 59-9 63-5 67-7 77-4 
8-4 10-0 11-1 11-8 12-7 13-5 14-1 15-2 23-5 

—2-1 —2-4 —2°8 —3-4 —4-2 —3-0 —3-2 —3-4 oie 

—4:3 —2-4 —0°5 2-6 4-4 —0-1 3-0 5-8 9-6 

—0-1 —_— —_ 0-1 0-2 —01 0-1 0-1 woe 

45-5 53-9 61-1 71-3 76-9 70-2 77-5 85-4 
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NOTES ON PARTICULAR ITEMS IN THE TABLES 


TABLE I 


la. Gross rents and royalties less expenses, depreciation and deple- 
tion. Excludes the imputed rents of owner-occupied houses. 

1b. Not included in Department of Commerce estimates, but 
required here for comparison with Cmd. 6347, the rent figure in which 
is based on Schedule A Actual Incomes. Figures taken from the 
National Income and its Composition, 1919-38, by Simon Kuznets, 
Table 81, Vol. II, p. 448, for the years 1929-38, and guessed by the 
writer for subsequent years. 

2. Net receipts (including those from abroad) of interest by indivi- 
duals and institutional investors such as banks and insurance com- 
panies. The latter are considered as aggregates of individuals, on the 
ground that dividends and interest received by them represent accruals 
to the credit of individual depositors or policy holders. For purposes 
of comparison with Cmd. 6347, federal debt interest has been deducted 
from the Department of Commerce estimates of net interest and has 
been added to transfer payments. 

3. Federal and state taxes, accrual basis. 

4a. Received by individuals or aggregates of individuals (see note 
2 above). Includes net receipts from abroad. 

4b. Obtained by deducting cash dividends from net profits after 
taxes, and then adjusting for profits and losses from the sale of assets, 
the data being taken from the Statistics of Income. This item is 
known to be significantly understated because of the present under- 
estimation of corporate net income, due largely to the fact that the 
latter estimate is based upon tabulations of unaudited tax returns. 

5a. Represents income arising from farm operations, and includes 
remuneration to owners for the labour and capital they contribute. 
The rental income from farms, whether paid to farmer landlords or 
to non-farmer landlords, is included in item 1 above, along with other 
rental income. Based on estimates of the Bureau of Agricultural 
Economics. 

5. Includes business savings as well as entrepreneurial with- 
drawals and receipts from professional services. Includes remunera- 
tion to owners for the labour and capital they contribute. 

6. Represents an estimated portion of the outlay for producers’ 
durable equipment not covered by depreciation allowances. The 
estimate was based on the detailed tabulations of Output of Manu- 
factured Commodities prepared in the National Income Unit, and on 
the final estimates of expenditures for producers’ durable equipment. 

7. Represents the difference between inventory changes as recorded 
by business accounts and the physical quantity change in business 
inventories translated into current prices. The estimate was made in 
the National Income Unit, and is a by-product of the estimates of the 
net change in business inventories in current prices. 

8. Includes income in kind in the industries in which this type of 
income is important. Also includes the social security contributions 
of employees. 

9. Includes pay-rolls and maintenance of Civilian Conservation 
Corps enrollees and pay-rolls of employees on Federal Works Pro- 
gramme projects. 

10. Pension payments under private plans and under systems for 
Government employees, compensation for industrial injuries, etc. 
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11. Discrepancy between the national income estimates in line 1, 
Table 1, p. 12, of S.C.B. for May 1942 and lafest available figures for 
component items. 

12. The sum of items 1 to 11 and an estimate of the incomes of the 
factors of production in the United States. By definition equal to 
items 30 and 38. 

To pass from these figures to the Department of Commerce esti- 
mates of National Income it is necessary to deduct items 1 b, 3, 6 and 
7 and to add item 70a and social security contributions of employers 
(see item 28). . 

13-24. These items comprise the industrial divisions into which 
the Department of Commerce estimates of National Income are 
divided, except that imputed rents are here included in item 21 along 
with money rents and royalties (net), and federal debt interest is 
excluded from item 22. For a statement of the composition of these 
industry groups and a further breakdown by type of income payment 
see, for example, the National Income of the United States, 1929-35, 
especially Chapters V to XVI. 

25. See item 3 above. 

26. See item 6 above. 

27. See item 7 above. 

28. Includes, also, contributions to Railroad Retirement and 
Unemployment Compensation funds. 

29. Discrepancy between the national income estimates in line 1, 
Table 1, p. 12 of S.C.B. for May 1942 and the latest available figures 
for items 13 to 24 before the adjustments mentioned above. 

30. The sum of items 13 to 29 and an estimate of the output of the 
factors of production in the United States. By definition equal to 
items 12 and 38. 

3l a. From the article on “The Gross Flow of Finished Com- 
modities and New Construction,” S.C.B., April 1942, after deduction 
of Government purchases. 

31 6. Obtained by difference. Unlike the series given, for example, 
in line 17, Table 2, p. 12 of S.C.B. for May 1942, these figures include 
imputed rents from owner-occupied houses. It was stated in S.C.B. 
for April 1942, p. 9, note 2, that the National Income Unit of the 
Division of Research &nd Statistics is now engaged in preparing com- 
prehensive direct annual estimates of consumer expenditures by 
measuring the flow of commodities and services passing to consumers. 
For additional information on the flow of finished goods to final con- 
sumers see the article mentioned in the preceding paragraph. 

32 a. This series is based on the Daily Treasury Statement figures 
on national defence expenditures plus changes in the non-cash assets 
and liabilities of national defence corporations other than transfers. 
For 1941 an adjustment of 2-3 billion dollars has been made to the 
Treasury series to take account of (a) offshore expenditures, (b) pre- 
payments on contracts for war materials, and (c) purchases of existing 
assets. 

It will be noticed that the treatment here of item (c) differs from 
_ adopted in Cmd. 6347. See note on item 8(c) of Table 1, 
p. 17. 

32 b. Obtained by subtracting (a) above from estimates of federal 
Government expenditures for goods and services. The latter were 
obtained by adjusting federal expenditures as reported in the Daily 
Treasury Statement, so as to eliminate all transactions not involving 
purchases of goods or services. These transactions include loans, 
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purchases of existing assets such as land (see last paragraph of preced- 
ing note), capital stock transactions, veterans’ pensions, etc. The 
figures include grants to State and local governments, but refunds of 
taxes and duties have been eliminated. 

Unlike the series given, for example, in line 5, Table 2, p. 12 of 
S.C.B. for May 1942, these figures exclude federal debt interest, which 
is treated here as a transfer payment. 

32 c. Expenditures were measured by receipts plus net changes in 
debt. Duplication because of local shares in State-collected taxes 
has been eliminated. The estimates were based on Census publica- 
tions for various years, such as Financial Statistics of States and Cities 
and State Tax Collections. The publication, Tax Yields, 1940, issued 
by the Tax Institute, was also useful. 

33a and 6. Includes all new private construction of factory and 
public utility property, residences and other property (including non- 
profit institutions and farm construction). Data are taken from the 
construction studies of the National Income Unit. 

33 c. Taken from estimates published in S.C.B., April 1942 (see 
note to item 3la@ above). Adjustments were made to eliminate 
Government purchases from the published data. These adjustments 
were made only for 1940 and 1941; for prior years the amount of 
Government purchases included in the commodity flow figures was 
relatively small. Further progress of the Government segment of 
the final products study is needed to improve the adjustments. 

33 d. Includes all business inventories in current prices, as well as 
farm inventories. Accounting figures for inventories were taken from 
Statistics of Income and raised to cover non-corporate enterprises. 
These figures were deflated by price indexes representing the lower of 
cost or market, and the deflated series were multiplied by current 
price indexes to obtain the final result. Farm inventories are from 
the Bureau of Agricultural Economics, and represent changes in 
physical quantities at current prices. 

33 e. This series represents the net change in monetary stocks of 
gold and silver in current prices after the elimination of seigniorage 
on silver coin, less the net import of gold and silver. The first of 
these series is based on data published in the Annual Reports of the 
Director of the Mint ; the second is taken from’estimates supplied by 
Mr. Hal Lary of the International Economics Unit, Bureau of Foreign 
and Domestic Commerce. 

34a. Basic data for this estimate were derived from Statistics of 
Income, raised to cover estimated depreciation charged by unincor- 
porated enterprises. Also included is depreciation on non-profit 
institutions, such as churches and hospitals, and on rented residences 
owned by individuals. These latter two components are based on 
estimates of Solomon Fabricant, published in Capital Consumption and 
Adjustment. Figures on agricultural depreciation are from the Bureau 
of Agricultural Economics. 

34 b. Includes special emergency and contingency reserves plus 
allowances for bad debts. Based on Statistics of Income data raised 
to cover non-corporate enterprises. 

35. Estimates supplied by Mr. Hal Lary of the International 
Economics Unit, Bureau of Foreign and Domestic Commerce. Lend- 
lease shipments are not included. 

36. Excise, sales and other direct business taxes, plus 75 per cent. 
of State and local property taxes. Excludes pay-roll taxes which are 
included in national income estimates. 
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The word “ direct ” in the first sentence above is clearly not used 
here in its normal sense. 

37. See item 28. 

38. The sum of items 31 to 37 and an estimate of expenditure on 
the factors of production in the United States. It is by definition 
equal to items 12 and 30. 


TABLE II 


39. See items 1 a and b. 

40. Item 2 plus federal debt interest. 

41. See item 4a. 

42. Equivalent to item 5a plus 56 less business savings retained 
in unincorporated businesses other than agriculture. No estimate of 
this type of saving has been published for the year 1941, though from 
item 53 below it may be presumed to be small. 

43. See item 8. 

44. See item 9. 

45. See item 10. 

46. Excludes federal debt interest (see item 40), and is identical 
with the payments, not specifically enumerated, in line 2, Table 3, 
p. 12, of S.C.B. for May 1942. 

47. Due to rounding off, and to the fact that the total at the 
bottom of the table is based on more fully revised data than some of 
the component items. 

48. Sum of items 39 to 47 and an estimate of disposable money 
incomes of individuals in the United States. 

49a and b. See items 31 a and b. 

50. So far as federal taxes are concerned, this item includes all 
taxes paid by individuals explicitly from income; such as income, 
estate, inheritance and gift taxes. Based on Daily Treasury Statement 
data, the series is on a collections rather than accrual basis. In the 
case of State and local taxes, this item includes poll, licence, income, 
and an estimated portion of property taxes. Based largely on census 
data plus numerous studies of private agencies and individuals. 

51. This item plus social security contributions of employers (see 
item 28) make up the total of employment taxes shown in line 4, Table 
3, p. 12, of S.C.B. for May 1942. 

52. Obtained by difference. Includes savings held in cash balances 
or invested in insurance, new residences or securities. Reductions in 
consumer indebtedness are counted as positive saving. A check of 
this item against the direct measurements of the Securities Exchange 
Commission showed that, when differences in concept are eliminated, 
the two series are within 5 per cent. of one another for the 1933-41 
period. As in Cmd. 6347 (see first note to page 6) this item includes 
farmers’ savings. Unlike the figures given in line 10, Table 3, p. 12, 
of 8.C.B. for May 1942, this item does not include savings of unin- 
corporated business other than farming (see item 55). 

53. The sum of items 49 to 52. Since these items exhaust the ways 
in which the disposable money incomes of individuals can be disposed 
of, this item is by definition equal to item 48. 


TaBLe IIT 
54. See item 52. 
55. Equal to the difference between items 5 a and 6 and item 42. 
56. See item 4 b. 
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57. See item 6. 

58. See item 7. 

59. The sum of items 54 to 58 and an estimate of the aggregate 
savings of the private section of the economy. 

60. The sum of items 33 a, b and c and 34a and b. 

61. See item 33 d. 

62. See item 33 e. 

63. See item 35. 

64. Equal to the net borrowing by all public authorities from the 
private section of the economy. Not directly estimated, but equal 
to the difference between item 59 and the sum of items 60 to 63, and 
also to the difference between item 72 and the sum of items 66 and 67. 

65. The sum of items 60 to 64. Since these items exhaust the uses 
to which private savings can be put, this item is by definition equal to 
item 59. 


TABLE IV 


66a and 6b. See item 3. 

66 c. See item 50. 

66 d. See item 51. 

67 a and b. See item 36. 

67 c. See item 28. 

68. Obtained by difference. See item 64. 

69. The sum of items 66 to 68. , 

70 a. For years 1929-34 taken from National Income in the United 
States, 1929-35, p. 194, Table 161, line 2. For 1935-37 from Table 
31, p. 23, of S.C.B. for November 1941. For 1938-41 from Table 28, 
p. 55, of S.C.B. for February 1942. 

70 6. See item 46. 

71a. See item 32 a. 

71 b. See item 32 b. 

71 c. See item 32 c. 

72. The sum of items 70 and 71 and equal to item 69. 


TABLE V 


73 a. This and the following items in this table are taken from the 
annual publication The Balance of International Payments in the 
United States prepared by the Department of Commerce. Exports of 
merchandise including allowance for: (i) commodity exports which 
are omitted entirely from the official trade figures (e.g., sale of ships, 
bunker fuel purchases and sales, etc.), (ii) exports which are partly 
omitted from official trade data (e.g., unrecorded parcel-post ship- 
ments, etc.), and (iii) corrections of certain recorded trade figures for 
balance of payment purposes (e.g., allowances for possible overvalua- 
tions or undervaluations in export entries). 

73 6. Miscellaneous service transactions include motion-picture 
royalties and receipts from commissions, brokerage fees and inter- 
national insurance transactions. 

73 c. This item is net, in view of the arrangement of Table I, where 
the income measured is that received by United States factors of 
production. 

73 d. Includes travel expenditures, personal remittances, institu- 
tional contributions and war-debt receipts, as well as net Government 
transactions. 











“ eR Ww 








1942] NATIONAL INCOME, OUTPUT AND EXPENDITURE OF U.S.A. 175 


74. The sum of items included under 73 and equal to the income 
generated by receipts from abroad. The sum of this item and item 
82 below add up to the net national income at market prices. 

75 a. See note on item 73 a and for export read import. 

75 b. See note on item 73 b. 

75 c. See note on jfem 73 d. 

76 a. Equal to the net balance of gold and silver trade and ear- 
marking operations (net). 

76 6. Covers the net movement of funds in security transactions 
as reported by the Treasury Department, and other transactions 
involving particularly the transfer of properties not represented by 
security issues. 

76 c. Covers the net movement of capital in short-term banking 
funds and in brokerage balances as reported by the Treasury Depart- 
ment, and the net change in Philippine Government accounts with the 
United States Treasury. 

76 d. Covers : (i) transfers of capital, primarily short-term, by non- 
banking institutions, and (ii) net movement of United States paper 
currency. 

77. Consists primarily of unrecorded capital transactions, but may 
also include errors and omissions in other transactions. 

78. Due to rounding off the component items in 73, 75; 76 and 77. 

79. The sum of items 75 to 78 and an estimate of current expendi- 
ture and net investment abroad. By definition equal to item 74. 


TaBLeE VI 


80. Equal to item 12 less items 36 and 37. 

81. See item 74. 

82. Sum of items 80 and 81. 

83. See items 31 a and b. 

84. See items 32 a, b and c. 

. 85. See items 75 a, 6 and c. 

86. Sum of items 33 a to e and 34 a and b. 

87. Equal to the difference between the latest estimates of the 
balance of payments (see item 35) and the component figures shown 
in Table V, and taken from the annual issues of The Balance of Inter- 
national Payments in the United States. 

88. Sum of items 83 to 87 and by definition equal to item 82. 











A PLAN FOR GERMANY’S ECONOMIC 
DISARMAMENT * 


TuE present article is an attempt to devise a method by which 
to safeguard Europe against German aggression without thereby 
reducing the German people to abject poverty. For the sake of 
economy with the limited space at my disposal, I have to postulate 
the rejection of the two extreme solutions, one of which advocates 
full equality for Germany as soon as she has renounced Hitlerism, 
while the other proposes ruthless repressive measures without the 
least regard for the welfare of the German people. Both these 
extreme solutions are precluded by the terms of the Atlantic 
Charter, with its promises to respect the rights of defeated nations 
on the one hand, and its undertaking to disarm them unilaterally 
onthe other. Rightly or wrongly, the Government of this country 
and those of its Allies have committed themselves to an intermedi- 
ate solution. Any programme to be put forward, in order to be 
acceptable, must be, therefore, by way of a compromise. 

The problem we are confronted with may be summarised in the 
following way: By virtue of Article VIII of the Atlantic Charter 
we have to devise ways for the effective disarmament of Germany. 
This cannot be achieved without applying a high degree of econo- 
mic disarmament. On the other hand, the Allies have promised 
Germany economic equality. The question is, how to reconcile 
this promise with the imperative necessity of depriving Germany 
of the economic resources that would enable her to rearm within 
a brief space of time as she did between 1933 and 1939. 

The term “disarmament” is not defined in the Atlantic 
Charter. It stands to reason, however, that it must cover not 
only military disarmament, but also economic disarmament. In 
the absence of a thoroughgoing economic disarmament of Germany 
there would be nothing to prevent her from rearming as soon as 
this has become politically possible. It may even be argued that 
military disarmament without economic disarmament would 
provide less adequate safeguards against aggression than economic 
disarmament without military disarmament. For, owing to the 
progress of military science, the existing stocks of weapons are 
bound to become obsolete within a few years, and a country which 
is not in a position to produce the latest weapons on a large scale 
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within a brief space of time is bound to be at a grave disadvantage 
even though it may possess vast quantities of arms left over from 
the last war. 

The futility of military disarmament without economic 
disarmament has been amply proved by the experience of the 
period between the last war and this. It was one of the major 
omissions of the Treaty of Versailles that while it provided for a 
high degree of military disarmament of Germany, it failed to 
provide adequately for her economic disarmament. The only 
measures taken in that respect were the imposition of heavy 
reparations and the dismantling of arms factories. 

One of the objects of the reparations was that, owing to their 
heavy burden on Germany’s budget and foreign exchange position, 
they would deprive her of the necessary resources for rearma- 
ment. In reality, from a budgetary point of view the burden of 
reparations had been far from crippling, owing to the fact that 
military disarmament had reduced the military expenditure of 
the Reich, and the wiping out of the public debt by inflation had 
reduced the burden of the debt service. Moreover, the latter 
made it easy for the Reich to contract new indebtedness. From 
the point of view of the foreign exchange position, the effect of 
reparations had been more than offset by the influx of borrowed 
capital, an influx which had also tended to facilitate the internal 
financing of rearmament through creating easier monetary 
conditions. 

Admittedly, rearmament on any noteworthy scale did not 
begin in Germany until after the termination of reparations. This 
was, however, mere coincidence. The political conditions favour- 
ing rearmament—the advent of a Nationalist régime in Germany 
and the simultaneous weakening of the power of France through 
internal political and economic troubles—did not arise until 1933. 
Had the political conditions prevailing during the ’twenties—the 
existence of a comparatively moderate Government in Germany 
and the menace of the French bayonets from across the Rhine— 
not precluded the possibility of rearmament, the existence of 
reparations would certainly not have made a rearmament drive 
economically impossible. Nor did reparations, while they lasted, 
prevent Germany from making extensive economic preparations 
for her subsequent rearmament drive. This is a lesson well worth 
remembering. 

As for the dismantling of arms works, it was useful as far as it 
went, but it did not go very far. The capacity of the industries 


formerly engaged in arms production was not reduced, and their 
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reconversion for arms production thus presented a comparatively 
easy task. All the more so as there was nothing to prevent 
Germany from expanding considerably her already formidable 
machine-tool industry during the ’twenties. It was not until the 
late ’thirties, when the utterly inadequate capacity of the British 
machine-tool industry was found to constitute the main handicap 
to the British rearmament drive, that the true significance of that 
industry from the point of view of the military preparedness of a 
nation began to be apparent. At the time of the Paris Peace 
Conference it was not realised, and it was not considered necessary 
to deprive Germany of the means for rapid rearmament by placing 
restrictions on her machine-tool production. 

The expansion of machine-tool production was not the only 
way in which machine tools played a vital part in preparing for 
the rearmament drive of 1933-39. As early after the last war as 
in 1924 there was a census of machine tools in Germany, and from 
that time onward the specification of newly produced machine 
tools for civilian requirements had to be passed by the authorities. 
The object of this supervision was to influence the design and 
measurements of machine tools in civilian use so as to make it 
possible to convert them for rearmament requirements. The 
“ miracle” of the lightning-like rearmament of Germany under 
Hitler is largely explained by the superior capacity of the German 
machine-tool industry, and by the adaptability of a large propor- 
tion of civilian machine tools for military purposes. 

Next in importance to the preparation of machine-tool capacity 
for rearmament was the provision of raw-material resources in a 
way that reduced Germany’s dependence on foreign exchange 
resources in time of peace and on blockade evasion in time of war. 
Between the two wars the production of synthetic oil, rubber, 
textiles, etc., developed on an impressive scale. At the same time 
the uncommercial exploitation of unprofitable iron ore, copper, 
oil, etc., deposits was also resorted to. During the late ‘thirties 
Germany was well on her way towards securing a monopoly of the 
raw-material resources of South-eastern Europe, whence she was 
able to import on a barter basis. She succeeded in inducing the 
Danubian States to establish or increase the production of goods 
which she had formerly imported from overseas. It was as a 
result of all these measures that she had secured sufficient supplies 
of strategic raw materials and foodstuffs to meet the abnormal 
requirements of the rearmament drive and at the same time to 
accumulate war reserves. 

The above examples should be sufficient to illustrate the extent 
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to which the absence of economic disarmament assisted Germany 
in overcoming her inferiority in military armaments. It is to be 
hoped that this lesson will be remembered on the occasion of the 
next Peace Conference. It would be a fatal mistake to rely once 
more on military disarmament alone, even if it is combined with a 
prolonged military occupation of Germany or Prussia. Military 
occupation is bound to come to an end sooner or later—for a variety 
of reasons the chances are that it will terminate sooner rather than 
later—and in the absence of economic disarmament, Germany 
would then be in a position to embark on a rearmament drive 
comparable to that of 1933-39. 

To prevent such a repetition of history it is vital, from the 
point of view of the security of Europe, that Germany should be 
disarmed economically. The extreme solution would be her 
complete de-industrialisation, in the same way as she intends to 
de-industrialise the victims of her aggression. To do so would 
mean, however, to condemn to starvation many millions of people, 
for agriculture would be unable to support anything like the 
present population of Germany. Anglo-Saxon opinion would not 
tolerate such a solution. It is essential, therefore, to elaborate a 
scheme by which to eliminate only the industries essential for war 
purposes. 

(1) In the first place, the arms industry has to be stamped out 
thoroughly. It is not sufficient to scrap the machinery actually 
engaged in arms production. Power plants, factory buildings, etc., 
will also have to be destroyed, and the total capacity of the Ger- 
man engineering industry and other industries producing war 
materials will have to be reduced to a corresponding extent. 

(2) The machine-tool industry in Germany has to be dismantled. 
Owing to the importance of the machine-tool industry in rearma- 
ment, this has to be carried out very thoroughly, so that Germany 
should become entirely dependent on imported machine tools. 
This would not involve nearly such a degree of hardship as may 
at first sight appear. Even before the rearmament drive, British 
industries, static as they were, depended largely on machine tools 
imported from Germany or the United States. And the indus- 
trialisation of Soviet Russia under the five-year plans—probably 
the most spectacular industrialisation in history—was carried out 
entirely with the aid of imported machine tools. There is no 
reason, therefore, why Germany should not maintain highly 
developed industries without possessing a machine-tool industry 
ofherown. If Germany has to order abroad her machine tools, it 
will be easier for the Allies to supervise their specification and to 
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prevent as far as possible the production of machine tools which 
are easily convertible for war requirements. 

(3) The industries engaged in the production of synthetic raw 
materials have to be stamped out. For the most part they are in 
any case grossly uneconomical, as the cost of production of the 
synthetic products is well in excess of that of the corresponding 
natural products. 

(4) All German oil refineries have to be dismantled. The 
capacity of oil-storage tanks has to be reduced to, say, three 
months’ normal civilian requirements. Oil-transport capacity 
has to be reduced to correspond to current civilian requirements. 
As a result of these measures Germany will depend on imported 
refined oil, and will be unable to accumulate a war reserve. 

(5) Any reserves of strategic raw materials found in Germany 
at the time of the Armistice must be removed. “Likewise, the 
scrap metal obtained through the demobilisation of German 
strategic industries has to be removed. (Machine tools and other 
equipments removed from Germany should be used for the 
expansion of the machine-tool industry in Great Britain, Russia, 
France and other countries.) Germany should not be allowed to 
accumulate a reserve in strategic materials in excess of, say, three 
months’ civilian requirements. 

(6) The working of non-commercial iron ore, copper, etc., 
mines should be discontinued. Their equipment should be 
removed. 

(7) All German industrial undertakings employing more than 
twenty workmen should issue non-dividend-bearing management 
shares representing 51 per cent. of the total votes. These shares 
would be taken over by corresponding Allied industries, who 
would appoint a representative on the executive of the German 
firms, in order to keep their activities under constant supervision. 
Objections on the ground that the secrets of German industries 
would thus be exposed to their foreign rivals can be met by a 
scheme of an international allocation of markets to be described 
below. 

(8) An “ inverted new order ” should be adopted, by which the — 
European continent should be made largely independent of 
German trade, and Germany should be made largely dependent on 
imports from overseas. This is an essential condition of peace, as 
it would increase the difficulties of German rearmament and 
accumulation of war stocks in time of peace, and would increase 
the effectiveness of a naval blockade in time of war. To achieve 
this end would require the following measures :— 
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(a) The artificial lines of production established for the 
benefit of Germany—such as soya-bean production in the 
Danubian countries—will have to be discontinued. 

(b) The conversion of land in Northern, Eastern and 
South-eastern Europe to wheat production for the benefit 
of Germany will have to be reversed. 

(c) The oil deposits in Rumania and Poland, which are 
within striking distance from Germany, will have to be ex- 
hausted by means of forced exploitation. 

(d) The countries of South-eastern Europe should be 
assisted in the development of their industries; as a result 
these countries would cease to depend on Germany for their 
essential manufactured requirements, and their export sur- 
plus of land products would decline. 

(e) Continental countries within striking distance from 
Germany should keep overseas their reserves of strategic 
materials, and should only import to cover current require- 
ments, with a reserve of three months’ supply in hand. 


There may be several objections to the system outlined above. 
The most obvious of them are as follows :— 


(1) The system is not water-tight. 

(2) It would not prevent Germany from rearming econo- 
mically as a prelude to her military rearmament as soon as 
this becomes politically possible. 

(3) It would irritate the German people and would pre- 
clude true understanding with it. 

(4) It would discriminate against Germany, which would 
be contrary to the promise made in the Atlantic Charter. 

(5) It would reduce the standard of living of the German 
people. 


No system short of the extermination of the bulk of the German 
people could claim to provide water-tight safeguards against 
aggression; this, and even considerably less brutal solutions, 
such as a complete de-industrialisation, must be ruled out as being 
unacceptable. The system outlined above, coupled with certain 
political and military safeguards, claims to be as water-tight as 
any system which on the face of it should be acceptable as a basis 
for examination. Doubtless, it has many technical flaws. It is 
difficult to determine the borderline between civilian industries 
and war industries. The designing of machine tools with an eye 
to their future use for armament cannot be altogether avoided. 
Nor can Germans be prevented from inventing new lethal weapons 
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and from preparing for the next war in the laboratories, though the 
system of supervision suggested under (7) would go a long way 
towards making this more difficult. Compared with the flood of 
rearmament in 1933-39, however, any leaks through the above 
system would barely amount to a trickle. The suggested system 
would also go a long way towards preventing the kind of prepara- 
tion for rearmament that was going on under the Weimar Republic. 

Even a complete de-industrialisation would not be able to 
prevent an intelligent, industrious and well-disciplined nation 
such as the Germans from reconstructing her war industries once 
this has become politically possible. The above system merely 
claims that under it rearmament would be gravely handicapped 
and delayed. Had some such system been applied after the last 
war it would have taken years longer for Hitler to complete his 
rearmament, and the Democracies would have had time to take 
the necessary measures. It was the suddenness with which Ger- 
many was able to rearm that placed the Democracies at such a 
grave disadvantage. The above system would certainly be able 
to provide safeguards against the recurrence of that experience. 

Interference with the German economic system would inevit- 
ably be resented by the German people. But then, so would be 
their unilateral military disarmament envisaged under the Atlantic 
Charter. If the principle that Germany must not be dealt with 
in a way which would give the German people a feeling of grievance 
were accepted, then unilateral military disarmament would also 
have to beruled out. Indeed, the policy of conciliation at all costs 
would have to be carried even further, since a large section of the 
German people would feel aggrieved if Germany were once more 
deprived, as she was in 1919, of the fruits of her victories. The 
task of the peace-makers will be to prevent the German people 
from having legitimate grievances. Clearly the German nation 
has no right to resent any measures aiming at safeguarding Europe 
from the recurrence of 1914 and 1939, so long as it is given a 
chance to maintain a reasonable standard of living. 

It is in this sense that promises of economic equality under the 
Atlantic Charter must be interpreted. If they were interpreted 
too literally, even the dismantling of arms factories would be 
inadmissible, as it would constitute a measure of economic dis- 
crimination against Germany. What matters is that the spirit of 
the Atlantic Charter should be carried out by securing for the 
German people every chance to achieve prosperity in spite of her 
economic disarmament. Such measures are necessary because 
Germany’s victims are entitled to safeguards; but everything 
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must be done to counteract the effect of those measures on the 
standard of living of the German people. 

It is easy to exaggerate the effect of a partial de-industrialisation 
of Germany as suggested above on the standard of living of the 
German people. Arms industries may create employment, but 
they do not produce any consumption goods or capital goods in 
the economic sense of the term; their disappearance would not 
affect the standard of living in Germany. The discontinuation 
of uneconomic production of synthetic raw materials would actually 
tend to raise the standard of living, provided that an adequate 
quantity of the corresponding natural products could be imported. 
The dismantling of the machine-tool industry and other industries 
on the borderline between arms industries and civilian industries 
would admittedly tend to affect adversely the standard of living. 
But the inventive genius of the German people can be relied 
upon to create new lines of industries to replace those which had 
to be scrapped. Pending the development of such “ harmless ” 
industries, the workmen released through the dismantling of the 
‘‘ dangerous ” industries would find employment in reconstruction 
work in Germany or abroad. The United Nations would have to 
assist Germany in the reorganisation of her industries. After 
the last war the Allies kept aloof for some years, leaving Germany 
to tackle her economic problem the best way he could. The 
result was chaos and collapse. This time the victorious Allies 
must give Germany their guidance and must co-operate with her 
in order to prevent the recurrence of 1923. 

The German currency must not be wrecked by impracticable 
reparations claims. Nor must the German authorities be allowed 
to “ cut off their nose to spite their face ” by themselves deliber- 
ately wrecking their currency. To prevent this, and at the same 
time to keep a watchful eye on German expenditure, a system of 
inter-Allied control over Germany’s finances will have to be 
established. This control must be much more thoroughgoing 
than that established in Germany under the Dawes Plan, or 
even than the much stricter control in countries reconstructed 
under the auspices of the League of Nations. If German people 
consider such a control humiliating they should remember that, 
had it been established after the last war, Germany would have 
been spared the sufferings caused by the collapse of the mark. 

Where Allied assistance will be needed in particular is in 
respect of Germany’s foreign trade. The German trade balance 
must be compensated for the loss of the exports of arms, machine 
tools, the decline of exports to South-eastern Europe as a result of 
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the application of the ‘‘ inverted new order ”’ scheme, the import 
of machine tools hitherto produced at home, the increased import 
of raw materials in place of synthetic products, etc. Germany 
will have to be made dependent on imports from overseas for her 
strategic raw materials and other vital necessities. Consequently 
she will have to be enabled to pay for these imports. This end 
could be achieved through placing colonies at Germany’s disposal. 
For considerations of security, and also for other considerations, 
this solution must be ruled out. Nor would it be a satisfactory 
solution to lend to Germany large amounts to enable her to buy 
the goods she needed. There could be likewise no question of 
satisfying Germany’s raw material requirements out of some inter- 
national pool free of payment or against indefinitely deferred 
payment. 

What is needed is to assure markets for German export trade. 
This could be done on the basis of the principles laid down in the 
Diisseldorf Agreement of 1939, providing for co-operation between 
British and German industries. Owing to the unfortunate cir- 
cumstances in which that agreement was concluded, it was subject 
to much well-deserved criticism. Nevertheless, its fundamental 
principle of collaboration between the export groups of various 
industrial nations for the allocation of markets is sound, and in 
the changed circumstances the scheme should prove to be accept- 
able. If Germany is unable to export in the ordinary course goods 
of sufficient value to cover her legitimate requirements of imports, 
then certain overseas markets should be allocated to her. There 
would be no need for her to have political control over the countries 
concerned. The experience of the former German colonies be- 
tween the two wars shows that Germany can trade profitably 
with such overseas markets even in the absence of political con- 
trol. German exports of luxuries to continental countries should 
also be encouraged ; what is essential is that these countries should 
not depend on Germany for their vital necessities. Remittances 

‘of German workmen engaged on reconstruction work abroad would 
constitute a useful, if temporary, revenue. 

If Germany is enabled to import the food and raw materials 
she needs for her reasonable civilian requirements, the spirit of 
the promise of economic equality may be considered to have been 
carried out. The German people must be made to realise that, 
having been responsible for five wars of aggression within three- 
quarters of a century, it cannot reasonably object to measures of 
military and economic discrimination, so long as these measures 

do not deprive her of her livelihood. 
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Owing to considerations of space it was impossible to develop 
adequately some of the arguments contained in the above scheme. 
Nor was it possible to deal with all the innumerable objections 
that can be raised. The object of this article is merely to prove 
the possibility of finding some intermediate solution between 
ruthless extermination and futile appeasement. Many people are 
inclined to hold the view that “ since 86,000,000 Germans cannot 
be exterminated, they must be conciliated at all costs.’”” To do 
so would mean, however, that the security of mankind would be 
based entirely on the flimsy hope that the German people would 
respond to such treatment in the right way. Ifthe above scheme, 
with all its imperfections, does nothing more than make readers 
realise the possibility of some alternative solution which, while 
seeking to conciliate the German people within reason, would also 
provide material safeguards against the repetition of its bid for 
world domination, then my article has achieved its aim. 


PauL Erzic 
London. 











THE GERMAN WAR ECONOMY, VI 


THE period covered in this survey '—December 1941 to April 
1942—has seen a wholesale change in the personnel and adminis- 
trative set-up of the German war economy; also—connected 
with this—a reversal in price policy and treatment of excess 
profits and what are described as the “ final” reductions in the 
supply and consumption of unessentials.* 


General Organisation 


The two persons described in these surveys as the two key 
figures of the German war economy have both disappeared. 
The Minister of Armaments—killed in an air crash—was replaced 
by Speer (by training an architect and previously in charge of 
the town-planning of Berlin), who does not, however, take over 
all the widespread activities of his predecessor. The Price 
Commissar has resigned, and under his successor—by training 
a banker and “cartel man”’—the “skimming off of profits” 
has been partly abolished and the administration of the truncated 
scheme transferred to the Ministry of Finance.* A complete 
change in personnel has occurred also in the direction of labour 
policy. The Under-Secretary of State, Syrup, who was in 
effective control (the Minister exercising relatively little influence), 
was to all intents and purposes superseded by the appointment 
of a separate Director of Man-Power in the person of Dr. Mansfeldt 
(who came from the Ruhr mines). A few weeks later, however, 
both Mansfeldt and Syrup resigned and were replaced by Sauckel, 
one of the radical Party district leaders. Among the first steps 
taken by him was the transfer of labour matters to the Party 
on a regional level as well as the central; the Party district leaders 
were put in control of the regional Labour Exchange system. 


1 May I acknowledge the assistance given by the National Institute of 
Economic and Social Research in the form of a grant towards the preparation 
of this series. I am indebted to Dr. G. S. Pick for assistance in preparing this 
present survey. 

2 The rate of conversion used throughout this survey is £ = 12 marks. The 
Economic Section of the League of Nations—in their recent Economic Survey, 
1939-41—use a cross-rate (through the U.S. dollar) of £ = 14 marks for their 
comparisons. The German Under-Secretary in the Ministry of Finance, in a 
recent speech comparing the British and German National Debts, used £ = 13 
marks. On reconsidering the matter, the present writer still thinks that £= 12 
marks will give the best idea of the quantities involved for most purposes. 

3 See below, p. 202. 
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This last measure is one of a series designed to stem the 
terrific growth of bureaucracy. Other attempts of this sort 
are: (a) an administrative overhaul and “ combing-out”’ of 
State Departments which has already been completed in the 
Reichsbank and the Office of the Price Commissar; the results 
are not stated; (b) an attempt to re-vitalise the self-administering 
“ groups ”’ by giving them increased powers, particularly in the 
allocation of labour and materials; this is, however, coupled with 
heavy threats—including the death penalty—against entrepreneurs 
abusing these concessions and obtaining materials or labour by 
false statements; the groups are also warned that they must 
not become a “ second bureaucracy,” and that their new functions 
are only experimental; the rise in the status of the “ groups ”’ 


_is also shown by the appointment of the Chairman of the “‘ Central 


Group ”’ for Industry, Zangen, to be “‘ Director of Rationalisa- 
tion” in charge of the new production drive; (c) a speeding-up 
of the policy of forming “ super-cartels ’’ (often called “ cartels 
of cartels ’’) to run whole industries; the Chairman of these 
“ Reich Federations ”’ 2 is appointed by the Ministry of Economics, 
and all executive powers are vested in him, but he is given a 
board composed of industrialists whom he must consult; in 
addition to the “‘ Federations ’’ mentioned in previous surveys,’ 
new ones have been formed in the cases of cotton, hemp 
products, synthetic fibres (to co-ordinate rayon and cellulose 
fibres), textile finishing, timber and paper; these Federations 
(which remind one of the Russian ‘‘ Combines ”’) are to pursue 
the policy of mergers, not cartels, ‘‘ to destroy the quota ideology,” 
“to destroy private power groups,”’ push on with concentration 
and pooling of experience, and generally to be “ less traditionally 
bound than the cartels.” 

The “break-up” in the powers of the Price Commissar is 
shown, too, in the appointment, by the Minister of Agriculture, 
of a Special Commissioner for agricultural prize policy, and also 
in that the new fixed prices for armament contracts ‘4 are deter- 
mined by the High Command and not by the Price Commissar. 

The heavy new penalties accompanying the delegation of 
function to the groups were codified, in March, by a decree of 
the Defence Council, as follows: (1) Prison, hard labour or death 
for the destruction or illegal retention of essential materials or 
products. (2) The same penalties for forging or securing forged 


1 See V, p. 19 for figures. 
? Previously called ‘‘ Community workings,”’ see III, p. 195. 
* See IV, p. 401, and V, p. 19. * See below, p. 196. 
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certificates, buying permits, and the like. (3) Fines or prison 
for “‘ barter’ transactions or selling on conditions or for con- 
sideration. 

The latter threat touches what is rapidly becoming the sorest 
point in the whole system—the rapid spread of barter trade, 
which threatens to undermine the whole system of control. No 
public speech is made in which “the crime of barter ”’ is not casti- 
gated. The retail trade organisations, in continuous official state- 
ments, are especially vocal in criticising this method of “ by-passing 
the normal channels of distribution ’’; on the other hand, re- 
tailers are themselves accused of disposing of their limited stocks 
only to customers who “ have to offer goods in exchange.”’ From 
its discussion in the periodicals there is no doubt that barter is 
“Public Concern No. 1.” Retailers are officially told that 
“they risk their heads ” if they do not stop barter transactions. 
The extent of barter has even led to discussion of the possibility 
of nationalising retail distribution. 

As a result of the further reduction in civilian consumption, 
a heavy strain now falls on the local “‘ Economic Offices.”” They 
have to cope with “a rush of applications”; people have 
“‘ phantastic ideas of their requirements.” They “threaten to 
complain,’ and “ imagine that the Local Offices can increase the 
supply of goods.” The public uses the officials in the Offices as 
“ scapegoats ’’ and “ thinks the shortage of goods is due to red 
tape.” As a result, there are ‘“ unpleasant scenes.”” There are 
also exhortations to the various local Economic Offices, Price 
Control Offices and police authorities to keep in touch with each 
other and with their opposite numbers in other localities, so as to 
secure more uniformity in the treatment of offenders and in the 
imposition of fines. 

The position of private enterprise has, on the one hand, 
improved through the increased powers of the groups. On the 
other hand, managers are now “held personally responsible ” 
for what happens in their works, and the cases of dismissal of 
managers by official action are increasing. There is also talk of 
a “new military type of entrepreneur,” and there are indications 
that works relations are becoming increasingly organised on the 
military model. The Labour Front leader, Ley, has issued 
“Ten Golden Rules of Rationalisation,” the first of which is 
addressed to managers :—‘‘ Stay at home ’’—an exhortation to 
look after their works, and not spend their time in Departments 
or at meetings. 

The few small remaining private railways continue to be 
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absorbed by the State Railways. On the other hand, the shipping 
lines (Hamburg—America and North German Lloyd) taken over 
in 1931 have been re-transferred to private ownership and 
amalgamated. The amalgamation movement has also made 
further progress through the merger of two of the biggest combines 
in the electrical industry (A.E.G. and Gesfuerel). 


Organisation of Supply 

1. Progress of Concentration—The movement has made 
further progress in the textile trades, largely because of the coal 
shortage. Mills using lignite or water-power have preference in 
attaining ‘“‘ nucleus’ status. To keep their premises and labour 
together, closed mills offer them jointly to armament firms, but 
the latter are reluctant to accept such offers, “‘ even though they 
are assured that the firms offering themselves are carefully sifted 
and only the most efficient are allowed to do so.”’ In the retail 
trade, it is stated that up to August 1, 1941, of the 489,000 retail 
outlets 31,609 or 6-25% have been closed down. To release 
labour from drapers’ shops, Volkswirt recommends the following 
measures : shorter selling hours, shops in turn to close for some 
days or a week, part of their labour to be diverted half-time to 
food and wholesale trade, re-organisation of chain stores who 
should have a maximum of 150 shops. Coal distribution is 
concentrated with a view to “eliminating half the dealers.” 
In general, the main limits to concentration are declared to be 
the costs of shifting labour (such‘as housing, blankets and linen 
for billets, and so on), as well as the need for new machinery 
in the “ nucleus ”’ plants. There are complaints from the owners 
of closed small firms that they are really just as efficient as the 
big firms which were kept going. 

2. National Maintenance Subsidy.—Payments are increasing ; 
up to the end of 1941, £1-7 millions had been paid out, over 
£1 million of this in the second half of 1941. A total of 2,600 
applicants had been dealt with from industry (another 600 
were awaiting decision), 2,300 from trade and 2,700 from handi- 
crafts (of the latter 60-70% were granted). The main industrial 
applicants were brick, chemical, textile, clothing and leather 
firms. Among handicrafts, most applicants were men running 
a “one-man ’”’ firm who had been called up. Applications are 
bound to increase rapidly with the further progress of concentra- 
tion. The scheme has also been extended to firms working on 
a heavily restricted scale (hitherto it has been limited to firms 
fully closed down). The rules for determining the subsidy are 
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the same, with that due to fully-closed firms as an upper limit. 
The group must certify the “ desirability of keeping the firms 
going on a restricted scale.” The calendar year 1941 is the first 
period for which a subsidy may be claimed. The extension of 
the scheme will particularly affect traders. 

3. Sub-Contractors Exchanges.—In addition to the regional 
Exchanges (described in previous surveys), a Central Exchange 
has been set up in Berlin, which met for the first time in December 
1941. Orders were placed by 150 firms with 600 sub-contractors, 
which included firms from Poland, Denmark, France, Belgium 
and Holland. Other such Central Exchanges are to be set up 
‘in several German and European cities.” 

4. Transport emerges as the main bottle-neck in supply. 
Owing to the Russian war, coal transport was delayed and 
summer stocks could not be built up. In the autumn, coal 
transport coincided with that of potatoes and turnips (delayed 
by the wet weather). This again enforced delays in the transport 
of corn, flour and fertilisers which received an Al priority for 
the first quarter of 1942. As possible remedies for these diffi- 
culties of transport there are mentioned: increased paper 
economy, more restrictions on building, the substitution of rich 
foreign ores (which are also mainly water-borne) for low-grade 
domestic ores, and possibly a decrease in the stocks of ores. 
Speeding up in unloading is also possible, as ‘‘ 12,000 good trucks 
usually stand idle through delays in unloading.”’ Inland water- 
ways in 1941 already took 20% more traffic than in 1940. Pas- 
senger transport has been cut down to an absolute minimum. 
The issue of “ need permits ” for holiday travel by the railways 
was considered for a time, but the final scheme was operated 
through hotels and boarding-houses, which were only to take 
in “legitimate’’ applicants for holidays (workers, invalids, 
children). Fast trains may not be used for journeys of less than 
80 miles. 

The strain on the railways is shown in the increase in the 
ton-mileage transported by 32% from 194 to 1941. The average 
load per goods train has increased from 706 to 715 tons. The 
number of tram passengers has also increased by one-third since 
the war, and service has had to be restricted. Railway receipts 
for 1941 are 18% above 1940. The number of trucks provided 
for potatoes has increased by 18%. They require now over 
1,000,000 truck-loads because of the doubled human consumption. 
To facilitate potato transport on canals, special Transport 
Offices were set up under the “‘ Regional Peasant Leaders.” Tugs 
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were used as ice-breakers to keep the canals open as long as 
possible. Altogether, 70,000 people are now employed in inland 
waterways transport. 

To reduce transport, Berlin’s milk supplies have been re- 
organised. The savings in transport achieved are stated to be 
£27 millions a year. Similarly, the area from which Berlin’s 
beer and butter are drawn has been restricted, with a saving 
for butter of 10d. per cwt.). To assist timber transport, appeals 
are made to the rural population to help out with their carts 
and horses in bringing timber to the stations. Special premiums 
are also paid for prompt delivery in difficult areas. 

Twice as many new railway trucks were produced in 1941 
as in 1940, and 65% more engines. The output of rolling stock 
is to be greatly increased. Standardised engines are to be mass- 
produced. 

5. Allocation of Materials.—A special decree limits the alloca- 
tion of heatproof, resisting and stainless steels to those firms for 
_ which the use of these special steels is indispensable. Allocation 
of lubricating oil has also been tightened up; it can only be 
had on coupons issued by the Controller for Mineral Oils. Its 
use for other purposes (particularly for private cars) becomes a 
punishable offence. 

6. Miscellaneous.—All electric windscreen heating panels 
fitted to private cars to be surrendered to the Army (December), 
all sheep wool to be surrendered (offenders fined up to £850). 
To increase the output of agricultural products, two special 
Boards have been set up, one for Fruit and Vegetables (November 
1941), one for Cattle (February 1942). These Boards are to visit 
farms and publicise the best methods among farmers. 


Labour 


1. Figures. The latest figure given for the total number 
employed is 24 millions at September 1941. This figure is 1 
million less than the number employed before the war in Germany 
and the formally incorporated territories; it excludes prisoners 
of war, of whom even in September 1941 at least 1-6 millions 
were employed. Foreign civilians are included, and their number 
was stated at that date to be 2,140,000 (1,670,000 men and 
470,000 women). This official figure of 3,740,000 foreigners 
(including prisoners) shows a further increase of 540,000 over 
the previous figure.1_ By now, much higher figures are mentioned 
(24-3 million civilians, 3 million prisoners); but no official state- 


1 See V, p. 21. 
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ment has been made. Of the civilian foreigners, 968,000 (45%) 
work on farms, 50,000 as domestics or waiters, 90,000 with the 
State railways. This leaves about 1,000,000 for industry and 
commerce. Poles account for almost half the men and more than 
half the women. 

2. Labour Conscription has been used to cope with the agricul- 
tural problem. All residents in the countryside or country 
towns have been made subject to conscription for harvest work 
at the discretion of the local Peasant leaders. A first refusal is 
fined £12 10s.; further refusals lead to imprisonment. There 
are complaints that farmers’ and farm workers’ wives are not 
working, because their husbands are earning enough. Only in 
eighteen out of 105 Pomeranian farms did all women help with 
the root crop, and in the other eighty-seven only 40% of the women 
worked. On the other hand, women engaged in agriculture will 
not be called up for Auxiliary War Service, and all girls with 
agricultural training are to be released from Labour Service after 
six months. The lower age limit for the Labour Service has been 
reduced from eighteen to seventeen. Generally speaking, con- 
scription—apart from the Labour Service—is on the increase. 
For a recent month the number was stated as 600,000, which is 
200,000 more than an earlier figure. 

3. Women.—Of the 24 million persons employed, 9-4 millions are 
women, which is 1-3 millions more than before the war. It is stated 
that there are now 22,000 day nurseries to accommodate | million 
children, and that another 250,000 places are in preparation in 
5,000 newly built huts. The total number of women employed 
in transport is now stated as 294,000, of whom 60% are married. 
The number in railway transport is 192,000 (almost three times 
the figure previously mentioned),? of whom 147,000 are workers 
and 45,000 clerks. Women are now employed in core making 
in steel foundries. The Managers’ Training College in Vienna * 
now runs special courses for women. There are 150,000 Labour- 
Year girls working on the land. Some 800,000 country women have 
taken part in 26,000 training courses arranged by the Food Estate. 
To enable country women to work, 1,260 laundries have Veen 
brought into operation. 

4. Half-time and Spare-time Work.—Workers are now en- 
couraged to undertake spare-time work, provided they do not 
take on so much that their health is injured and that their main 
employment is less than 10 hours a day. Any clauses in con- 
tracts or regulations prohibiting spare-time work are null and 


1 See V, p. 21. 2 See V, p. 23. 3 See V, p. 21. 
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void. Women’s half-time work is stated to be widespread in 
offices. In industry half-time workers are mainly on piece rates ; 
average working hours are 30-75 a week. Much voluntary 
unpaid spare-time work was done by women in connection with 
the collection of warm clothing for the Eastern Front. It is 
stated that 1,500,000 women and girls did unpaid work in 31,000 
sewing centres. All persons engaged in the clothing industries 
had to do compulsory spare-time work in the sewing centres. 
It is stated that fifteen holiday and Sunday shifts were worked, 
on the average, by coal-miners during 1941, and_that in lignite 
7 million tons were produced in such extra shifts during nine 
months. 

5. Absenteeism.—A new decree was issued in February under 
which all absentees will lose a fortnight’s rights under the health 
and unemployment insurance schemes. Dr. Ley claims that 
whereas 40,000 shifts per month were lost in coal-mining in 1940 
through absenteeism, this has been reduced to 2,000 in 1941, 
and that half of this is unavoidable. 

6. Training and Dilution —It is claimed that 4,000,000 
workers took part in 59,000 training courses organised during 1941 
by the Labour Front (as compared with 3,000,000 in 1940). The 
extension of training in the works is one of Dr. Ley’s Golden 
Rules of Rationalisation. In anew dilution drive, the Ministry of 
Labour declares that so far the idea of dilution had been: How 
many men can we spare with existing processes? The new idea, 
however, is: Which is the new process which requires least 
labour? With this new idea in mind, a special examination of 
new processes, of the Taylor system and of other similar devices, 
is to be carried out by the Ministry of Labour. The new campaign 
carries the slogan ‘‘ Two to do the work of three.”” Workers are 
admonished to show more “ mobility,’ and “ not to try to stick 
to their old occupations.” To facilitate transfer, working con- 
ditions are to be standardised as between different industries. 
These differences are only “a relic from the Trade Union past.” 
Special shock workers (‘‘ nucleus workers ’’) are being formally 
appointed in the building industry. 

7. Foreign Workers are now so important that the larger 
firms maintain their own employment offices abroad; firms may 
not, however, advertise for foreign labour in German papers. 
Foreign women are dismissed on becoming pregnant. Foreign 
workers are largely employed in national groups, and there is 
some talk of employing them in teams to staff whole factories. 
In cases of urgent projects, builders from Holland, Belgium or 
Nos. 206-7.—VOL. LII. Oo 
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France are hired with their whole staff. This is to be extended to 
other countries. It is “intended to employ over 1,000,000 
Russian prisoners.” About one-half of the foreign workers live 
in 14,580 community camps. Prisoners of war entirely staff 
a big clothing-repair depot. A Ministry of Labour decree was 
issued in January to improve conditions in the foreign workers’ 
camps. 

8. Juveniles.—Boys are used as tram conductors, in auxiliary 
police service, etc. Children from ten upward are subject to 
labour conscription for agricultural work. All fees for courses 
in technical institutes, etc., have been cancelled. Apprentices 
are asked not to volunteer for military or Labour Service during 
their apprenticeship. 

Wages 

1. Figures: Between December 1940 and December 1941. 
the official index of wage rates rose by 1:°3%. The biggest rise 
was for semi-skilled men (1-7%) the smallest for skilled women 
(0:8%). The significant percentage increases are: skilled men— 
railways 3:3%, postal 35%, transport 35%, building in small 
places 26%; semi-skilled men—railways 5-9%, postal, 4-0%, 
transport 5-6%, textiles 3-1% (lace and curtains 11%), chemicals 
1:9%; unskilled men—railways 6-5%, postal 6-4%, transport 
6:2%, textiles 3-3% (lace and curtains 12%); Skilled women— 
textiles 3-394, women’s clothing 11:0%; unskilled women— 
textiles 3-5% (lace, etc., 11%). It will be observed that, for 
men, public enterprise, such as the railways and Post Office, 
increased wage rates most; there are bitter complaints from 
private entrepreneurs that while they are tied down by the 
wage stop, public enterprise is free to attract workers by higher 
wages. The rise in wage rates in lace and curtains mainly 
represents an adjustment of Sudetenland wage levels to those in 
the old Reich. 

One figure which is of considerable interest has been published 
for builders’ wages. The official index based on wage rates 
showed only the customary annual rise of 1-2%, but it was 
more and more openly said that this did not represent the real 
conditions.1. So from January 1942 the index was re-calculated 
on the basis of wage cost. This resulted in a jump of wage cost 
by over 20%. This is interesting as an official measure of the 
decline of productivity of labour in building (where many foreigners 
are employed). 

2. Attitude of Employers——Employers are often publicly 
1 See ITI, p. 201. 
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criticised because they freely agree to demands for higher wages 
and leave the Labour Trustee to refuse them, rather than court 
unpopularity by doing so themselves. This throws an enormous 
burden on the Trustee’s offices. It is also announced that em- 
ployers’ applications for higher wages for their workers on grounds 
of increased productivity cannot, as a rule, be granted. It is 
evident that employers would like, in many cases, to pay higher 
wages. 

3. Evasions of the Wage Stop which were the subjects of official 
warnings and decrees during the period of review included the 
giving of the higher wage of paid-up colleagues (only by permit 
of the Trustee in future) “ good health ” or “ regular attendance ” 
bonuses (declared illegal since regular attendance is a “ duty ” 
and need not be rewarded), the making up of “iron savings ”’ 
(illegal). 

4. Wages of Conscripts, Foreigners, Prisoners and Jews.—Of 
the 600,000 persons working as labour conscripts in a recent 
month,! 160,000 or 27% were in receipt of special separation or 
other allowances. Foreign women receive about £1 8s. for a 
48 hours’ week. Of this, 17s. 6d. is deducted for board and 
lodging, leaving about 10s. 6d. “‘ free money.” In the case of 
prisoners a task system of wages is advocated “ where other 
stimuli to higher output fail.” Jews must be excluded from all 
paid holidays, separation allowances, payment for time lost in 
air raids, Christmas or New Year bonuses, or family or marriage 
allowances. No notice of dismissal need be given, and they have 
no right to unemployment benefit. The protective laws for 
juvenile workers do not apply to Jews. 


Price Control 


Official Figures.—The official indices show the customary 
slight rise: wholesale prices 2-0% (year to January 1942), cost 
of living 2-7% (3-2% without rent) for the year to February 1942. 
Among wholesale prices, significant percentage changes over the 
year are: wheat + 5%, potatoes + 12%, sugar + 11%, pigs? 
+ 13-19%, calves + 9-25%, skins + 6%, bricks + 7%, oil 
paints + 19%. The agricultural group as a whole rose by 4:6%. 
Among industrial materials: coal + 8%, phosphates + 8%, 
packing paper + 4%. Among building materials: stones, 
clay, gravel, sand + 7:-4%, timber + 1-6%, steel + 0-3%, 
sub-contractors’ jobs + 4:7%; all materials? + 5%. As 


1 See above, p. 192. 2 See below, p. 197. 
3 On the wage part of this index, see above, p. 194. 
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regards the cost of living, the percentage changes over the year 
to February 1942 are: food + 2-0%, clothing + 10-8%, fuel 
+ 1-7%, miscellaneous + 3:2%. For food, the main rise was 
in respect of rice (+ 25%). For clothing, outer clothing increased 
much more than underclothing and linen. For miscellaneous 
items, the main rise was in household goods (+ 8%). Coal 
increased by 3%. 

It is admitted that the- official cost-of-living index fails to 
show the true increase, owing to the enforced substitution of 
butter for margarine, and the enforced buying of high-quality 
meat—the poor qualities going into sausage. This is shown by 
budget enquiries organised by the Women’s League. 

Subsidies to producers to keep down retail prices required 
£67 millions in 1940, and are now at a rate of £85 millions a year— 
somewhat less than British subsidies. Of the total amount, 
20% is covered by levies on producers; the rest comes out of the 
Exchequer. Half the subsidies go to dairy farmers. Volkswirt 
thinks that £250 millions a year would be required to remove the 
*‘ undervaluation of agricultural labour.’’ The paper would prefer 
an increase in final prices to the “complicated system of sub- 
sidies and compensation payments.”’ 

New Fixed Prices for Government Contracts.—In pursuance 
of the tendency, noted in the last survey, to get away from the 
cost-plus principle, prices were fixed for 300 articles bought by 
the Government, and the prices of all currently produced Govern- 
ment articles are to be fixed in a similar way. ‘“Cost-plus 
prices ’’ are in future to be paid for ‘‘ experimental and develop- 
ment work” only. The most interesting feature of the fixed prices 
is their gradation. Producers are grouped into classes, usually 
five, according to their cost of production, and are notified to 
which group they belong, and of the appropriate price for their 
group. Firms can, however, voluntarily elect to be transferred 
to the lowest-price group. Such “group I firms ”’ will be pre- 
ferentially treated in the allocation of materials and labour, 
and they are also exempt from the new excess profits tax. These 
privileges are so useful that “‘ a very large number, in many cases 
the large majority of firms,”’ in some cases all firms, have asked 
for transfer to Group I. They consider this as an advertise- 
ment, and regard it as a blot on their good name to be in the 
higher-priced groups. (“ Preferential treatment ”’ will, of course, 
lose much of its meaning if it applies to most or all firms in a trade.) 
The prices, once fixed, will not be changed for a year. Old con- 
tracts are superseded by the new arrangement. By July 1, 
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1942, the new fixed price system is planned to apply to 1,000 
articles. Volkswirt pleads for an extension of this principle 
of Group I firms to civilian consumption goods as well. 

Skimming-off of Excess Profits ——The rather troubled history 
of profits taxation in Germany since the war took an entirely 
new turn with the evolution, at the end of our period, of an 
ordinary excess profits tax, based on standard (1938) profits with 
the exemption of Group I firms.!' In view of this fact, there 
is no purpose in a description of the various changes and inno- 
vations, introduced earlier, to make the original “ skimming-off ” 
scheme workable. 

New Maximum Prices were introduced for second-hand goods 
as from February 1, 1942. The new decree includes sales in 
shops, at auctions, and between private persons. The exemptions 
(and possibly loop-holes) are collections, objects of artistic value, 
and waste materials. The upper limit to price is 75% of the price 
of the new article; the actual price must represent the new price 
minus “ the real depreciation in value.”” The price asked must 
be stated in all advertisements and on all bills of sale. To 
counteract the “‘ trend towards high quality,” an absolute amount 
has been fixed as an upper limit for retailers’ margins in ladies’ 
clothing. The previous margin was a percentage. The dealers’ 
margin for second-hand cars has been fixed at 334%. The 
retailers’ margins for shoes were lowered as from January 1, 1942. 

Permitted Price Increases.—The producers’ prices for rape seeds 
and poppy corn are increased by 11-13%; that for pigs is increased 
by a similar percentage (between 5s. and 8s. per cwt.), to make up 
for the “ increasing cost of feeding ;’’ that for raw casein is increased. 
In all these cases the increase, intended to stimulate production, 
is absorbed by an- increased subsidy, and retail prices are not 
affected. The pit-head prices of certain kinds of Silesian coal 
were increased by about 10d. a ton as from April 1, 1942. 

Warnings and Penalties—A special warning by the Price 
Commissar was issued, in December, to the poultry trade ‘in 
view of numerous offences.” Retailers are warned not to act 


on the pernicious principle of “‘ merchandise at any price,’”’ and 
to be particularly careful in their dealings with new firms. It is 
pointed out that first to buy, and thus also to sell, above the legal 
maximum prices constitutes a dual offence. The Regional Price 
Control Offices may close down firms for up to 3 years for offences 
against the price regulations; the local offices may impose fines 
up to £85. 


1 See below, p. 202. 
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The Problem of Import Prices.—In view of the violent inflation 
in the occupied or dominated countries, price stability is under- 
mined through imports. Volkswirt recommends stricter import 
price control, and joint buying at fixed prices. As examples of 
such joint buying at stabilised prices, the paper mentions the 
import of agricultural implements and zinc buckets from Western 
Europe. Employers subsidise the import of bicycles for their 
workers. The paper recommends the extension of the principle 
of joint buying at stabilised prices to furniture and glass from 
Belgium and Holland, and to perambulators, toys and electrical 
appliances from Czecho-Slovakia. 


Restriction of Consumption 


All-round heavy reductions left hardly any article of general 
consumption unaffected. A bare list only will be given. Bread.— 
The ration for normal consumers and receivers of supplementary — 
rations is reduced by 9 oz. (11% for normal consumers), the 
ration for children under three is reduced by 7 oz. (19%); that 
for six to twenty years is unchanged; children of three to six years 
receive 4 oz. more, but have to give up extra starch ration. 
An 100% extraction rate is now compulsory; the previous zoning 
arrangement of wheat and rye proportions 1 abandoned; only 
20% may be taken in wheat now. Fats.—Rations for normal 
consumers (over eighteen and for long or night workers are 
reduced by 2-2 oz. (24% for normal consumers). Heavy 
workers reduced by 3-3 oz.; very heavy by 6 oz.; juveniles, 
fourteen to eighteen, reduced by 1 oz.; under fourteen, 
unchanged. Meat.—Further reduction (fourth within a year !) 
by 3-7 oz. (or 25%) for normal consumers over eighteen and for 
children under six, heavier reductions (up to 9 oz.) for 
supplementary ration receivers, smaller reduction by 1-8 oz. for 
juveniles (six to eighteen). Potatoes——Hitherto last unrationed 
general food, after winter shortage 2 and limitation of stocks is 
now rationed at 54 lb.a week. T'obacco.—Now generally rationed, 
and supplies to be cut by 14%. Transfer of smokers’ cards 
illegal except within the family and as an occasional gesture 
between friends. Restawrant Meals.—In addition to the two 
meatless days (Tuesdays and Fridays) now also two “field- 
kitchen days ”’ (Mondays and Thursdays) when only the plainest 
types of food may be served. Drinking Spirits—Production 
stopped entirely. Supplies reserved for bombed towns. Gas 
and Electricity Appeals for voluntary restrictions, with threat of 


1 See V, p. 33. 2 See V, p. 29. 
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rationing in case of failure. In many towns turned off at certain 
hours of the day. Coal.—Rationing through dealers; very short 
during the winter for transport reasons. Neighbours urged to 
help each other out. Motoring.—New revision of licences. No 
driving on Sundays or holidays. No car to be more than 40 miles 
from its “home.” Licences restricted to definite areas and 
definite uses. No driving from home to work. Taxis only for 
sick, expectant mothers, doctors and nurses. Clothing.—Points 
now required even for overalls and other working clothing ob- 
tained on licence, though less than normal number. Ladies’ 
hats require points; sales of ladies’ felt hats stopped entirely 
from March 1 to August 15; point-prices of men’s and boys’ socks 
increased; mourning clothes only for mourners over eighteen 
(instead of fifteen), for men only a black tie, gloves and two 
mourning bands. Winter collection of clothing amounts to semi- 
compulsory surrender by persons with large wardrobes. Shoes.— 
Licences for working boots only issued to members of a list of 1,200 
occupations; must not be used on way from and to work; require 
points. Permit now required also for wooden sandals and for 
shoes from substitute materials above a certain price. Mis- 
cellaneous.—Even books, drugs and medicines are short, and 
newspapers are continually reduced in size. 

It will be admitted on reading through this list that here is 
“austerity ’’ indeed. Whether further reductions are humanly 
possible it is impossible to say. The official explanation is that 
this year will be the turning-point, and that a better harvest, 
the recovery of the occupied countries, and the exploitation of 
the Ukraine will make all the difference. It is also stressed that, 
with the extension of night work, overtime and heavy work, the 
number of the receivers of supplementary rations is constantly 
increasing. ‘‘ Normal consumers over eighteen ” represent only 
40% of the population. Thus, whereas the butter ration for the 
normal consumer is only 24 lb. a year, actual consumption is 
50% higher. The issue of supplementary rations is now, however, 
for a week only instead of four weeks to prevent abuse. 

The only unrationed commodity in undiminished supply is 
entertainment which is the main outlet for the ‘“‘ excess money.” 
Cinema attendances in 1941 exceeded the figure for 1940 by 20% ; 
1940 had exceeded 1939 by 100%. Film production is to be 
extended. 

Production of vegetables in 1941 is stated to be 5,600,000 tons, 
or 40% above pre-war. Of these, 1-7 million tons (or 30%) are 
grown on allotments. The vegetable area is now 200,000 hectares 
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as compared with 138,000 pre-war. The number of shops with 
facilities for stocking frozen vegetables 1 which was 700 a year 
ago is now “ three times that figure.” Refrigerator barges are 
being built for their transport. 

Production Plans for 1942 include an increase in potato 
acreage by 8%, mainly in Western Germany to save transport; 
a further increase in vegetable acreage by 30,000—50,000 hectares 
(15-25%), largely in allotments, but also by cutting the remaining 
hothouse space given to flowers by another 60% and by inducing 
farmers to grow vegetables in “‘ neglected spots ’’ on their farms; 
and above all, more oilseeds. Their acreage is to be extended by 
50%. These extensions are to be largely at the expense of summer 
barley. 

Black Markets continue to be widespread, as evidenced by 
decrees, warnings and publicised sentences. Some of the latter 
include death sentences for illegal slaughter, hoarding by con- 
sumers, and the like. Among offences frequently mentioned in 
decrees are unauthorised obtaining by false pretences of cards, 
licences, points, buying permits, or even entries into shopkeepers’ 
customers lists. Executions include that of a Burgomaster for 
encouraging illegal dealings in his local Economic Office. 

Canteens.—The number of works canteens is stated to be 
8,000 (the last figure mentioned was 5,000 7), with the number 
catered for “‘more than doubled.” 3,000,000 workers get hot 
meals every day in works canteens. 

As a safety valve for popular feeling against shopkeepers, 
who are described as “rude, arrogant and giving favours to 
customers they like,” consumers’ meetings have been arranged, 
with retailers’ representatives present, where complaints can be 
voiced. 

Restriction of Investment 

The two priorities in this field are now agricultural machinery 
(including milking machines) and railway rolling-stock. In 
both these cases it has been found necessary greatly to increase 
production. A standardised gas-driven tractor is in production. 
The amount of rolling-stock produced is now three times that of 
1933, and it will usher in “a new railway age.” It is pointed 
out that applications for replacements of machines destroyed or 
damaged in air raids will be closely scrutinised, and that there can 
be no question of “ automatic allocation.” Lists of “ building 
offenders ’’ are published—that is, of builders who have not been 
sufficiently economical of steel. 


1 See IV, p. 415. 2 See V, p. 31. 
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The official figures for capital consumption are £1,000 millions 
for 1940 and £2,500 millions for 1941. The latter figure adds 25% 
to the National Income as “ available resources.” 


Substitute Materials 


Oil.—It is stated that the special subsidy given ! has enabled 
15,000 Diesel and petrol engines to be changed over to non- 
liquid fuel. Only gas-driven agricultural tractors are now 
produced. As from January 1, 1942, new licences are being given 
only for lorries using generator gas made from peat, lignite, coal 
or coke (but not from wood). Building machines and also 
machines used in brickworks, quarries and the like must be changed 
over to the use of non-liquid fuel. The fat contents of grease 
have been reduced. Whale ojl may no longer be used in leather 
processing. It is claimed that edible oils can be extracted from 
the flowers of tobacco plants, with oil cakes as a useful by-product. 

Metals.—As from March 1, 1942, all copper coins are withdrawn 
from circulation, and are no longer valid as currency. The total 
amount thus saved is stated to be 2,000 tons. People are warned 
not to start “collecting ’’ the old copper coins, which are now 
replaced by zinc coins. Tin is widely replaced by lacquered steel 
plates. 

Textiles—A new kind of rayon is produced by the I.G. 
chemical combine from coal, water and air, which is claimed to 
be more elastic, stronger, and lighter than natural silk, non- 
inflammable and proof against chemicals and water. A new 
“ hollow fibre ” is also announced which is claimed to be as warm 
as wool, at a third of the price. There is an official calculation 
that poplars 2 yield sixteen to seventeen times more textile fibres 
per acre than cotton, and reeds thirty times as much. The pro- 
duction of clothing from paper and pulp has now been entirely 
stopped but shoes from paper are said to be very popular. Their 
soles are made weatherproof by a cellulose lacquer paint; they 
require no coupons. 


Money and Finance 


Budget Figures, 1941-42 (1940-41 in brackets). Total expendi- 
ture £8,750 m. (£6,850 m.); of this, home-financed £7,400 m. 
(£5,850 m.), financed from abroad £1,350 m. (£1,000 m.). Of 
home-financed expenditure covered by Reich revenue, £2,675 
m. or 36% (£2,275 m. or 39%) by Local Authority contributions, 
extra-budgetary funds, etc. £525 m. or 7% (£450 m. or 8%), 


1 See V, p. 32. 2 See V, p. 33. 
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borrowing £4,200 m. or 57% (£3,125 m. or 53%). It will be seen 
that the claim that only “half of expenditure is borrowed ” 
(often repeated) becomes increasingly untrue. Total home- 
financed expenditure is 73-5% of the official figure for the National 
Income (£10,000 m.) and 59% of Available Resources (Income 
plus Capital Consumption at £2,500 m.¥). 

Of the £1,350 m. drawn from abroad, £550 m. are classified 
as “payment of cost of occupation ’’ which leaves £800 m. for 
requisitioned goods and for import surpluses financed through 
the clearing. The net output of the foreign workers and prisoners 
over and above their keep (at least another £500 m.) is not in- 
cluded as “ finance from abroad.” The official claims for foreign 
trade are that it is now a third above pre-war by value, and 80% 
of pre-war by volume. 

While taxes are buoyant, customs and excise continue to 
sag. During the last quarter of 1941, revenue from custom and 
excise was 8% smaller than in the same quarter of 1940. Borrow- 
ing still followed the rising curve described in the last survey 
(p. 34). The amount borrowed in the last quarter of 1941 
(£1,175 m.) represented a new high record, and was 43% higher 
than in the corresponding quarter of 1940. 

Changes in Taxation—Taxation in 1942-43 is to bring in 
an additional £250 m. (+ 10%), but mainly through natural 
buoyancy. In addition to iron savings and depreciation accounts 
and other concessions described in the previous issue,? con- 
cessions were made to earning wives, and to income tax payers 
through finer grading of the income classes, in £5 steps instead 
of £50 steps as hitherto; the latter concession will cost about 
£15 m. The special concession to private firms and business 
men, described in the last survey,* will cost £17 m. in a full year. 
Death duties for persons killed on active service have been 
cancelled retrospectively. As against this, there is a new special 
10% surcharge on the corporation tax payable by companies 
with more than £42,500 profit (this is additional to the general 
increase reported in the last survey). 

The most important change in taxation is the new Excess 
Profits Tax, which replaces “‘ skimming-off ? by the Price Com- 
missar. Profits of the year 1938 form the standard; 50% excess 
is free of this special tax. Any further excess is subject to 
E.P.T., at 25% of the excess for private firms, 30% for companies. 
As the new E.P.T. runs concurrently with Corporation Tax, the 
effective rate of E.P.T. is 70—90% of the excess over standard 


1 See above, p. 201. 2 See V, pp. 33-5. 3 See V, p. 34. 
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4+. 5% for companies. In territories incorporated after 1937 the 
tax-free excess is 75° and 1939 may be substituted for 1938. In 
cases of hardship firms may re-borrow their E.P.T. at 34% from the 
Exchequer. The whole position is to be re-adjusted after the 
war, when E.P.T. may be partially repaid at the discretion of the 
Exchequer to compensate for losses in other years. Government 
contracts at fixed prices by Group I firms are exempt, and the 
percentage of profits exempt is determined by the ratio of such 
Government contracts in the total turn-over of a firm. 

Iron Savings.—To “ encourage ”’ such savings employers were 
entitled to withhold Christmas and New Year Bonuses until the 
employee had indicated how much he wanted to have transferred 
to iron savings. Employees were assured that willingness to 
subscribe would not be interpreted as an indication that their 
wages were too high. Holiday pay, travelling allowances and 
profit-sharings may now be included in iron savings. In spite 
of the exemption from contributions, health insurance benefits 
are based on the full wage, including iron savings. Savers may 
also make voluntary higher social contributions. Earlier repay- 
ment is possible in case of death of the saver if dependents are 
in distress, in case of the birth of a child, and in case of the 
marriage of a woman saver. It is expected that £300-400 m. 
annually will be saved in the iron accounts (not all of this a net 
increase). A total of £60 m. was paid into the corresponding 
tax-free “ blocked investment accounts”?! by January, and no 
further payments are accepted until April. 

General Savings.—The official claim is that a total of £3,350 
m. is saved one way or the other,” but that even so there is still 
£300-500 m. “excess money ”’ (the German description of the 
“inflationary gap’’). The increase in Savings Bank deposits 
in 1941 was £835 m. (£525 m. in 1940). A total of £135 m. a 
year is now paid in insurance premiums. Insurance companies 
still calculate premiums on a basis of 4% interest, but, in view 
of the continued decline in rates of interest, they have been given 
permission by the Price Commissar to raise the premium on new 
policies by about 10%. New policies taken up in 1941 are said to 
be 20% higher than in 1940. 

Shares.—The long-threatened registration of shares bought 
since the War has come to pass. A decree compels all owners— 
personal and institutional—who have bought shares of any kind 
between September 1, 1939, and March 15, 1942, to send in a full 


1 See V, p. 34. 
* Compare with this the figure of £4,200 m. borrowed for 1941-42, p. 202. 
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return of such acquisitions, valued at Stock Exchange prices of 
December 31, 1941. The return had only to be made for April 30, 
1942. The six weeks’ period of grace would, it was hoped, be 
used by many persons or companies affected to sell their shares 
and thus reduce quotations. The only exceptions were (a) 
shares not dealt in at a Stock Exchange, (5) holdings of less than 
£8,500. Although no definite measure has been taken beyond 
registration, it is generally assumed that the Ministry of Finance 
will requisition such shares whenever the Stock Exchange shows 
a rising tendency, so as to maintain supply and reduce quotations. 
At any rate, the decree was sufficient to reduce the share level, 
which had shown signs of a new rise, to the level of a year ago 
by the end of March. As was explained in the previous survey, 
this is largely “‘ optical,’ because of capital adjustment and black 
markets. It is now stated that banks in their internal clearing 
paid “considerably more than Stock Exchange quotations,” 
and an official warning was issued to mortgage banks where such 
practices are also used. There is surprise that even shares issued 
under the Capital Adjustment Act have to be registered, although 
this is not really “new” capital. It is also remarked that the 
exemption limit of £8,500 will encourage the smaller investor 
to buy up to that limit now. Capitalists are assured that the 
measure is ‘ not a sign of hostility.” 

Capital Adjustment.—The latest figures published (up to 
January 1942) show that so far 533 companies have used the 
“capital escalator clause’”’ in the dividend limitation law to 
increase their nominal capital from £250 m. to £380 m. by an 
average of 57%. The volume of capital adjustments has thus 
been accelerated since the last survey, but the average rate of 
increase has lessened.1 The State revenue derived from this 
increase is £9-5 m., or 6-7% of the increase. In addition, limited 
companies “rectified” their capital by £2-3 m., an average of 
130%. New issues under the escalator clause make up 90% 
of all private issues. The over-all average increase in nominal 
capital of all joint-stock companies is 12°, and this must be borne 
in mind in judging the “stability ’’ recently observed in the 
share index. Some extraordinary cases of capital increases up 
to 150 times are reported under the clause. 

Money and Interest.—The note circulation at December 31, 
1942, had increased by £440 m., or 39% above the level a year 
ago. During the first quarter of 1942 the circulation increased 
by a further £95 m., equivalent to an annual rate of 24%. Warn- 


1 See V, p. 36. 
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ings against note hoarding continue. Interest rates continued 
slowly to sag. Provincial and local loans could be converted 
to 34%. In connection with a much-discussed suggestion to 
abolish depreciation allowances during the war, it is stressed 
and officially confirmed that entrepreneurs can reckon on a con- 
tinuance of a cheap-money policy after the war. By the end of 
1941, 75% of all bank investments were in public loans (62% 
at the end of 1940). 

Subsidies.—Apart from the increased subsidies to pig and 
cattle raisers and growers of oil plants,! a new subsidy is given to 
farmers to help them to install electricity in their homes and for 
their implements. The subsidy covers 10-60% of the necessary 
cost of installation. The materials needed rank equally with war 
industry in allocation. So far only a quarter of the farms are 
linked to the grid. 

Depreciation Allowances.—While no attempt will be made to 
summarise the arguments used by both sides in an extensive 
discussion of whether or not depreciation allowances should be 
admitted in war-time, it is worth noting that the suggestion 
to abolish them drew an official reply by the Minister of Finance. 
While critical of the scheme, he explained that depreciation 
allowances should be most closely scrutinised in war-time, and 
that on no account would firms be allowed to accumulate reserves 
under the guise of depreciation allowances. This was repeated 
by the President of the Reichsbank (who is also Minister of 
Economics) at its annual meeting. Volkswirt continued also its 
campaign for a simplification of the system of wage deductions, 
and the Under Secretary in the Ministry of Finance announced 
that a “scheme is being worked out ”’ first to unify insurance 
contributions and then to include tax deductions in one single 


deduction. 
H. W. SINGER 
University of Manchester. 


1 See above, p. 196. 











THE 1941 WHITE PAPER ON NATIONAL INCOME 
AND EXPENDITURE 


Wits the budget statement of April 1942 the Chancellor of 
the Exchequer presented to Parliament a second White Paper on 
the sources of war finance and on national income and expenditure,! 
thus encouraging the hope that this will now regularly form a part 
of the Chancellor’s annual survey of the nation’s finances. Com- 
pressed in twenty pages, it contains so much information about 
the economic and financial framework that, rather paradoxically, 
it is now possible in some respects to form a better judgment 
about the extent of the Government’s activities, and its relation 
to the nation’s activity as a whole, than was the case in peace- 
time. 

This second edition incorporates many improvements over its 
predecessor. There is new information about the amount of 
taxation as a proportion of total incomes, and of the distribution 
of the burden of income taxation among the different income 
categories. There are also additional tables analysing the 
accounts of public authorities, separating the accounts of the 
central government, the extra-budgeting funds and _ local 
authorities. The data relating to war finance cover now the same 
periods as those relating to the national income; and the analysis 
given of indirect taxes and subsidies now makes it possible to 
estimate more accurately the war-time changes in consumption. 
The general arrangement of the tables has also been considerably 
improved. 

I 

The information contained in the White Paper relating to the 
sources of war finance is summarised in Table I.2__ It will be seen 
that while the expenditure of the Central Government has ex- 
panded to about five times its pre-war level, the revenue from 
taxation has expanded to about three times; and the volume of 
savings has also increased to over three times. Since 1940, 
however, the rise in tax revenue has more than kept pace with 


1 An Analysis of the Sources of War Finance and an Estimate of the National 
Income and Expenditure in 1938, 1940 and 1941. Cmd. 6397. London: H.M. 
Stationery Office, 1942. 4d. net. The analysis was prepared by the Central 
Statistical Office in collaboration with the Treasury. 

2 This table is made up of figures given in Table A, and Tables II-IV of the 
White Paper. 
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TABLE I 
The Sources of Government Finance 
(£ million) 
Calendar Calendar | Calendar Budget 
year year year forecast 
1938, 1940. 1941. 1942-43. 
I. Taxation and miscellaneous in- 
come.} 
Personal direct taxation, incl. 
death duties, etc. : 410 557 742 1 514 
Non-personal direct taxation . 70 151 373 \ ie 
Indirect taxation . ; 382 516 719 847 
Miscellaneous income " . 23 29 41 41 
Central Government revenue ® 885 1,253 1,875 2,402 
II. Savings. 
Personal savings? . 5 . 125 473 665 
Personal tax liabilities? . 18 82 150 
Undistributed profits and tax 
liabilities of companies 313 268 213 
Net increment of extra budget- 
ary funds and surpluses of 
local authorities ¢ 25 176 220 
Compensation received for war 
damage claims > . : ; _ 36 249 
Total savings. ; ° 481 1,035 1,497 
III. Capital disinvestment. 
Overseas disinvestment ° . 55 759 798 775 
Residue, being the net disinvest- 
ment of capital at home” . | —406 286 493 
Total capital disinvestment . | —351 1,045 1,291 
Central Government expenditure® . | 1,015 3,333 4,663 5,286 

















1 The figures relating to taxation in the budget estimate, 1942-43, are not given in the White 
Paper but were deduced from the Financial Statement. 
he figures for personal savings were not independently ascertained, but were obtained as 
residues in the table of the White Paper relating to personal incomes. 
& * This refers to the excess of taxes accrued during the year over payments of such taxes during 
6 


year. 
© This excludes changes in the balance of the Exchange Equalisation Account, since they are 
included under Overseas Disinvestment. 
* The compensation paid by the Government in respect of war risk and war dz e claims is 
included under savings, because (a) the premiums paid under the Commodity and rine Risk 
Insurance Schemes, and some of the contributions under the War Damage Act, are not included 
under the central government revenue; (+) the excess of these premiums and contributions (in 
so far as not included in Government revenue) over compensations paid out, is included under 
the surplus of extra budge funds; (c) some of the compensations received by cla claimants is not 
actually spent in making g war losses, and in so far as it is, it is deducted from the item of net 
capital disinvestment. it — have been — if instead of this procedure the whole of the 
compulsory contributions received had been included in revenue along with other taxation, since 
what constitutes a source of war finance is not that compensation was paid out, but that premiums 
and, contributions were paid in. 
* This is the adverse balance of payments of the United Kingdom on current account. It 
excludes any liability incurred as a result of Lease-Lend (which is also excluded from the expendi- 
ture figures), but it includes, for the Budget forecast 1942-43, the Canadian Government 
contril bution of £225 Mn. 
* For 1938, this item was estimated independently. For the war years, the residue has been 
provided from the following sources :— 
(a) Sales to public authorities of capital assets (such as sites, buildings and stocks of 
ear reviously owned privately 
(6) Sinking funds and v sociation funds of firms and institutions ; 
(c) Net depletion of stocks and working capital (apart from sales under (a) above) carried 
by private finance, measured by the coduction in their value as reckoned in the calculation of 
the year’s profit ; 








(d) New investment financed out of privately owned funds; 

(e) Replacements and renewals charged on depreciation funds; 

(f) Replacements of war losses actually carried out (including new ships in private 
ownership and stocks of commodities lost oad replaced within the year)... 


* Adjusted for appropriations-in-aid, etc. 
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the rise in expenditure. Thus while in the year 1940, 37-5 per 
cent. of total expenditure was covered by taxation, in 1941 it 
was 40 per cent., while for the financial year 1942-43 it is estimated 
at 45 per cent.1 These figures do not represent the total burden 
of taxation, for they exclude local government rates, unpaid 
tax-liabilities and compulsory contributions to social insurance 
and war-risk insurance schemes. When these are included, and 
subsidies paid by the Government to private consumption 
deducted, total taxation in 1941 amounts to £2,557 Mn. (as against 
the £1,875 Mn. shown in Table I). 

The amount of net capital disinvestment at home, which was 
obtained as the difference between total expenditure and the other 
items, is shown as £286 Mn. in 1940 and £493 Mn. in 1941. It 
was not found possible to measure directly this magnitude. 
Of the items of which it is composed ? only sinking funds are 
directly estimated, and their amount is put at £475 Mn., or about 
the same as the total residue for 1941. It follows that of the other 
items, the negative ones must have balanced the positive ones; 
that is to say, gross private investment in fixed capital in that 
year must have been equal to the sum of the sales of privately 
owned capital assets to the Government and the reduction in the 
value of privately owned stocks. Thus if we assume that gross 
investment (i.e., investment in fixed capital, carried by private 
finance *) was about a third of its pre-war level, and the sale of 
fixed capital assets to the Government some £50 Mn., the reduction 
in the value of privately owned stocks becomes £200 Mn.; if 
gross investment were half of its pre-war level, the reduction in 
the value of stocks becomes £350 Mn. 

There are two reasons, however, why the amount of home 
capital disinvestment, as calculated by this method, is likely to 
be an under-estimate, both arising from the income-tax method 
of calculating profits (which determines the item of undistributed 
profits in Table I). One is that sinking funds and depreciation 
funds have been reckoned at original cost, whereas, for the purpose 
of measuring the disinvestment of capital, allowance should be 
made for the increase in the replacement costs of fixed capital 
goods. The second, which we shall discuss in more detail below,‘ 
is that the reduction of stocks enters into the residue as the reduc- 


1 These figures may be compared with those of the last war, when the pro- 
portion of expenditure covered by revenue was 22-4, 26-4 and 26-2 per cent. for 
the financial years 1915-16, 1916-17 and 1917-18. 

2 Cf. note 7 to Table I for the components of this residue. 
3 But including the war losses actually made good by their owners. 
* Cf. pp. 210-212. 
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tion in the value of stocks carried, and not as the value of the 
reduction; hence, in so far as firms write up the value of stocks 
with the increase in replacement costs, the disinvestment in 
working capital is under-estimated. These two corrections, 
and particularly the second, would increase the size of the residue 
quite considerably ; but as will be argued below, this may be offset, 
to some extent, by other factors which tend to make the residue 
too large as a measure of home capital disinvestment. 

The expenditure of the Central Government, shown in our 
Table I, is divided in Table IV of the White Paper into the 
following categories :— 


(£ Million) 











1938. | 1940. 1941. 

Subsidies on consumption . ‘ . 15 70 139 

Transfer payments ‘ : . : , 342 372 426 
Expenditure on goods and services and pay- 
ments for war damage claims made out of the 

budget ! . . , , ‘ : : 658 | 2,891 4,099 

Central Government expenditure - | 1,015 3,333 4,663 











There are three points to bear in mind when interpreting the 
figures of Government expenditure for goods and services. The 
first is that they include payments made for taking over civilian 
property for war purposes; this is not “‘income-generating ” ex- 
penditure, but merely a transfer of capital, the owners exchanging 
their previous assets for Government debt. The second is that 
they include expenditure on the increase in stocks of food, etc., 
serving the purposes of civilian consumption; this kind of ex- 
penditure is not war-expenditure in the strict sense of the word, 
but goes to offset the decrease in the value of stocks in private 
ownership. The third is that the figures include—to an extent 
that cannot be determined—expenditure on the creation of capital 
equipment in the war industries, some of which at any rate 
will remain useful for purposes of peace-time production. Thus 
the real cost of the war, and in particular the burden it 
imposes on posterity, could only be properly assessed if the 
figures for Government expenditure were further analysed into 
the categories of Government consumption and Government 
investment. 


1 It is not possible to separate out from the White Paper expenditures on 
goods and services and the payments for war damage claims made out of the 
Central Government budget. This item includes also Exchequer grants to local 
authorities. 

Nos. 206-7.—vVoL. LII. P 
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II 


The figures in the new White Paper relating to national 
income and expenditure are reproduced in Table II. The most 
important change from the procedure adopted in the previous 
estimate is that “investment in stocks is now defined as the 
value of the change in stocks rather than the change in their 
value,” so that ‘investment in stocks is now valued on the 
same basis as investment in fixed capital.””1 In view of the 
White Paper, this requires an adjustment in the income-tax- 
assessment of profits only in times of falling prices, since stocks 
“were written down when they had fallen in value but not 
written up when they had risen in value.” 2 Hence profits are 
increased for the year 1938 (when prices were lower than in the 
previous year) by £135 Mn.,® but no adjustment is made under this 
head in the profits of any other year. 

That profits for the purposes of an estimate of the national 
income should be so defined as to reflect the value of the increment 
in capital, and not the increment in value, is theoretically un- 
doubtedly correct; but it does not follow that this necessitates 
a correction of income-tax assessments only in times of falling 
prices. This view seems to be based on the argument put forward 
by Mr. Colin Clark,* that since “ the accounts of industrial and 
commercial concerns reckon all stocks at cost or current value 
whichever is lower,” “ there is no difference between the two 
methods of defining income [i.e., the value of the increment 
versus the increment in the value of stocks] during a time of rising 
prices; but during a year of rapidly falling prices, a large amount 
(from the point of view of the national income) is taken out of 
income to write down stock in trade.” 

A little reflection will show, however, that Mr. Clark’s con- 
clusions do not really follow from the premises. In any par- 
ticular year when stocks are valued at the cost-standard (because 
this gives the lower valuation) they are valued at prices which 
were ruling on the average half the period of turnover earlier 


1 P. 17, note 8. 

2 P. 16, note 2. 

3 The figure of £135 Mn. agrees with Mr. Maizels’ estimate (Economica, 1941, 
p. 161). This, however, seems to exaggerate the correction required, in that it 
adjusts the value of stocks by the Board of Trade index of wholesale prices 
(which refer to raw-materials), whereas at least half the stocks carried consists 
of finished and semi-finished goods, whose prices are much less sensitive. The 
correct price-index to choose must lie somewhere between the wholesale price- 
index and the retail price-index; and on this basis, Mr. Barna, in an unpublished 
paper, has estimated the necessary correction for 1938 at £95 Mn. 
* National Income and Outlay, p. 293. 
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than the date at which the accounts are made up.' Thus, if we 
assume that accounts are made up at the end of December, and 
the average period of turnover is six months, they are valued at 
prices ruling early in October.2, Hence, between two successive 
years of rising prices the valuation of stocks reflects the difference 
in prices over a twelve-months period, in much the same way as 
between the two successive years of falling prices; with the only 
difference, that in the former case the price-differences are those 
from October of the first year to October of the next, in the 
latter case they are those from December to December. It 
is only when there is a turning-point in the movement of prices 
that the existence of a double standard of valuation creates a 
more substantial difference; in a year of falling prices which 
follows a year of rising prices (such as 1938) the necessary cor- 
rection is the difference in prices over fifteen months—.e., from 
October in the one year to December in the next, while in a year 
of rising prices which follows a period of falling prices (such as 
1939) the necessary correction is the price difference over nine 
months—.e., from December to October. 

If the above reasoning is correct, fairly large reductions would 
be required in the White Paper figures for the national income 
in 1940 and 1941 to make them consistent with those relating 
to 1938. They are of the order of £400 Mn. for 1940 and £150 Mn. 
for 1941.3 If no other adjustment were required, this would imply 
that the amount of capital disinvestment at home would have to be 
raised by corresponding amounts. But an inquiry into the 
changes in the level of real output and real consumption since the 
war, which is given below, makes it appear unlikely that capital 
disinvestment at home has in fact been so large in these two years; 
and these corrections may be ultimately found to be offset, in 
part at any rate, by other errors in the estimate which make the 
rise in incomes, in the present estimate, appear too small.4 


1 Because the average age of all the stocks in the possession of firms at a 
particular moment must be equal to half the average period of turnover, on the 
assumption that stocks are continuously used and continuously replenished. 

2 We assume here for simplicity a linear movement in prices over the period 
of turnover. If this is not the case, the argument becomes more complicated, 
but the conclusions remain essentially the same. 

3 These figures were estimated on the assumption that all firms value stocks 
for income-tax purposes at the cost standard. In certain industries, however, 
the Inland Revenue permits “‘ base stock valuation ’’ under which stocks are 
always valued at the same prices (cf. Stamp, Taxation during the War, p. 226 
and p. 205). It is not known how much this amounts to. 

* It is quite possible, e.g., that owing to the operation of E.P.T. and other 
reasons, non-taxable expenditure allowances have increased; and insufficient 
account was taken of this factor in calculating the level of personal expenditure 
(which ought to exclude, of course, all expenditurgs made out of such allowances). 























1942] NATIONAL INCOME AND EXPENDITURE 213 


III 


The figures in the White Paper relating to personal incomes 
are given in Table III.1' It seems preferable to present these 
figures in the form of the changes in the individual items since 
1938 (with the corresponding percentage change in each case), 
as this brings out more clearly the nature of the war-time shifts 
in the distribution of incomes and the disposal of incomes. Thus 
while aggregate incomes increased between 1938 and 1941 by . 
some £1,500 Mn., or 33 per cent., over three-quarters of this 
increase represents an increase in wage-incomes, which are now 
69 per cent. over the 1938 level, while incomes from property 
and salaries increased over the same period by only 12-13 per cent. 
The £1,500 Mn. increase in incomes was disposed of in roughly 
equal parts on increased expenditure on consumption, increased 
payments of direct taxes and increase in savings. But this 
implies that while expenditure on consumption is only some 
12-5 per cent. above the 1938 level ? the increase in direct taxation 
was over 100 per cent., and the increase in personal savings no 
less than 432 per cent. That consumption expenditure should 
have increased so little, and personal savings so much, at the same 
time when the increase in incomes was so largely an increase in 
wage incomes, is a remarkable proof to the degree of success of the 
policy of keeping down consumption. 

This conclusion becomes even more striking when personal 
incomes, consumption and savings are all translated into real 
terms (7.e., into terms of 1938 purchasing power), as the following 
calculations show :— 








1938. 1940. 1941. 

1. Index of personal Segeeeeies 4 on om 

on at market prices ; 100 109-5 112-6 

. Index of real consumption # 100 91 82 
3. Calculated index of cost of livi ing at market 

prices (1: 2). ; 100 120 137-5 
4. Personal incomes less direct tax liabilities . 100 117-5 125 
5. Ditto in real terms (4 : 3) . ‘ ‘ 100 98 91 
6. Index of personal savings : ° ‘ 100 378 532 
7. Ditto in real terms (6 : 3) J 100 316 387 
8. Index of the a ey to save 

(7:5) : 100 322 425 














1 The magnitude of the various items in this table is not affected by differ- 
ences in the method of valuing stocks, mentioned above, since these merely 
affect the amount of undistributed profits, and not the amount of personal 
incomes. 

* We must remember that this includes the increase in indirect taxation 
since the war. If these are deducted (and subsidies added) the increase in money 
expenditure on consumption is only 6 per cent. 
3 For the derivation of this, cf. p. 216 below. 
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Thus while aggregate real earnings, after provision for direct 
taxation, were only 91 per cent. of the 1938 level, the savings 
made out of those earnings are almost four times as large; and 
the community propensity to save, as measured by the ratio 
of real savings to real incomes after taxation, is over four times 
as high as before the war. 

The large increase in wages, as compared to other incomes, 
denotes a considerable shift in the income distribution of the 
community. It is not due, however, to any marked change in the 
share of wage-costs in the value of industrial output, which can 
be shown to have remained more or less unchanged. A large part 
of it is due to the expansion of the Armed Forces—which is a 
kind of “‘ industry ”’ where only wages and no profits are earned.! 
The remainder is largely due to the expansion of “‘ wage containing 
output ” (i.e., the output of industry and agriculture) relatively 
to other items composing the national income (such as income from 
abroad, rents of dwelling houses, betting, etc.) in the production 
of which no wages are earned. There is also the fact that the 
output of Government-owned factories, which is valued at 
prime costs, has greatly expanded since the war; which even 
seems to indicate that the share of wages in the value of the 
output of private industry must have declined. 

The small increase in salaries is surprising, especially since 
this category now includes the pay and allowances of officers 
in H.M. Forces—an item which must have expanded considerably 
since the war. The explanation might be that the earnings of a 
considerable number of persons which were classified under 
salaries for 1938, come under wages for 1940 and 1941, because 
they have joined the forces as other ranks or have taken up work 
in the munitions industries. As the earnings of shop-assistants 
and other small salaries below the tax exemption limit which 
were previously classified under “‘ wages” and “ other incomes ” 
are now included in salaries, the quantitative effect of this might 
be quite appreciable. 

IV 


The White Paper refrains from translating its estimates of 
the national income into real terms. Such a calculation, however 
interesting in itself, must inevitably be highly conjectural; and 
no doubt the authors of the White Paper must have felt that an 
estimate of this kind could hardly be put forward under official 
sanction. This is a case where private enterprise can take risks 


1 Since the contribution of the Armed Forces enters into the calculation of 
the national income valued at their wages and maintenance. 
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which would be unsuitable to public authority; and the present 
reviewer ventures to offer his own estimates, without fear of too 
much weight being attached to them. 

This calculation, which is based partly on the White Paper 
figures, and partly on other published sources, involves four 
different kinds of estimates: the change in real consumption, 
the change in real output, the real amount of the adverse balance 
of payments, and the real amount of capital disinvestment at 
home. We shall set out briefly the assumptions on which these 
estimates were based and then indicate how far they yield con- 
sistent results.? 

1. The change in real consumption has been estimated in the 
following way. A first approximation can be obtained by dividing 
the figures for personal expenditure at market prices with the 
cost-of-living index of the Ministry of Labour. Since the increase 
in expenditure over 1938 was 9-5 per cent. in 1940, and 12 per cent. 
in 1941, while the official cost-of-living index increased, as com- 
pared with 1938, by 18 per cent. in 1940 and 27 per cent. in 1941, 
this yields a reduction of consumption of 8 per cent. for 1940 
and 12-5 per cent. for 1941. This estimate, however, is too low; 
for the reason that subsidies paid by the Government affect the 
official cost-of-living index very differently from the increased 
indirect taxes (which are largely on commodities little represented 
in the official index). A better approximation can be obtained, 
therefore, by taking expenditure at factor cost (i.e., by deducting 
indirect taxes specifically on consumption and adding subsidies) 
and dividing it with the cost-of-living index freed of the effects 
of increased indirect taxes and subsidies. The effects of the rise 
of indirect taxation on the index is officially estimated by the 
Ministry of Labour Gazette, and it amounted to 1-6 per cent. for 
1940 and 4-2 per cent. for 1941. The effect of subsidies on the 
index is not officially estimated, but since the range of subsidised 
commodities, their current consumption per head, and the amount 
of the subsidy per head, are all known, this can also be calculated, 
and be shown to have amounted to a reduction of at least 4 per 
cent. for 1940 and 11-7 per cent. for 1941.2 (In other words, 


1 The writer is indebted to Mr. T. Barna for help with the statistical work 
involved. 

2 This was calculated in the following manner. The subsidy per head per 
week amounted to 6d. in 1940 and ls. in 1941. The quantities of the subsidised 
goods on which the official index is based (and which originally referred to a 
family of 5-6 persons) can be estimated to have been consumed, on the average, 
by 6-1 persons in 1940 and 7-3 persons in 1941. Hence the subsidy on the 
‘‘ cost-of-living family ’’ was 3s. per week in 1940 and 7s. 4d. in 1941, or 4:3 
and 11-7 per cent. of the 1938 expenditure. This assumes that the subsidies 
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the Government, by raising an additional £350 Mn. in indirect 
taxation, raised the index by 4-2 per cent., and by paying out 
an additional £125 Mn. in subsidies lowered the index by 11-7 per 
cent.) Hence the cost-of-living index, freed of the effect of in- 
creased taxes and subsidies, shows an increase of 20-5 per cent. 
for 1940, and 35 per cent. for 1941, and since expenditure net of 
these taxes and adding subsidies shows an increase of 8 per cent. 
for both years, this implies a reduction of real consumption of 
10 per cent. for 1940 and 20 per cent. for 1941. 

This estimate must somewhat exaggerate the reduction, 
however, owing to the fact that the indices are weighted according 
to the quantities consumed at the base date. It is not possible 
to make precise allowance for this, but it was thought safer to 
assume a reduction of 9 per cent. for 1940 and 18 per cent. for 
1941. 

2. The estimate of the increase in total output involves several 
stages. (i) An estimate of the change in “ wage-containing ” 
output, based on the numbers employed in industry, and the 
changes in output per head; (ii) an estimate of the changes, at 
1938 prices, in the value of the contribution of the Armed Forces ; 
(iii) an estimate of changes in the other components of the national 
output, some of which—like the income from foreign investments— 
have fallen considerably in terms of pre-war values, while others— 
such as the rents of dwelling-houses—have remained roughly 
unchanged, both in quantity and price. 

The numbers employed in industry can be calculated in two 
ways: by deducting from the White Paper’s figures of the wages- 
bill the estimated contribution of the Armed Forces, and then 
dividing the remainder by the Ministry of Labour’s index for 
average earnings;! or by estimating the numbers employed 
directly from the employers’ contributions to unemployment 
insurance, making allowance for changes in the scale of payments 
and the scope of the insurance. The results obtained by the two 
methods agree fairly closely, and show that the numbers employed 
were 99-5 per cent. of 1938 for the average of 1940, and 101 per cent. 
for the average of 1941. Thus, in both years, the withdrawals 





were distributed at random over the range of subsidised commodities; in so far 
as they were concentrated on those commodities where the fall in per capita 
consumption was greatest, the effect of the subsidies on the index is even greater. 

1 After making adjustments in this index for the industries of coal-mining, 
agriculture and railways, which are not within the scope of the Ministry of 
Labour’s earnings inquiry, and for the fact (important for 1940, though not for 
1941) that the earnings inquiry refers to the month of July, and not to the average 
over the whole year. 
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of men into the forces just about offset the increase in the total 
number of people in employment. 

The change in the number of hours per man can be calculated 
by dividing the index of average earnings (weighted with the 
numbers employed at the base date) with Professor Bowley’s 
index of average wages, adjusting the latter for the influence of 
overtime wages in average wage costs.!_ This shows that average 
hours per man were 6 per cent. above 1938 in 1940 and 9 per cent. 
in 1941.2, Hence total man-hours in industry increased by 5-5 per 
cent. between 1938 and 1940, and 10 per cent. between 1938 and 
1941. 

In order to obtain from these figures the change in the volume 
of “ wage-containing ”’ output, it would be necessary to know the 
change in the average output per man-hour. It is impossible to 
find out anything about this, beyond the fact that certain factors— 
such as the longer hours worked in industry, the substitution of 
female and juvenile for male labour, etc.—should have caused it to 
fall, while other factors—the normal rate of technical progress in 
industry, the concentration of labour in industries where output 
per head is normally higher, and the existence of increasing 
returns tu scale in these industries—should have caused it to 
rise. We shall work on the hypothesis that output per man-hour 
has remained unchanged, and examine later on how far this was 
likely. 

On the basis of this assumption the net national income 
at 1938 prices can be estimated as follows :— 











1938. 1940. 1941. 

“* Wage-containing ”’ output . $ : . | 3,660 3,860 4,020 

Pay and maintenance of the Armed Forces. 50 260 400 

Other home-produced output®  . ; ; 650 650 650 

Net income from foreign investments‘ . ; 235 135 100 

Net national income at factor cost . | 4,595 4,905 5,170 
Percent. . . ; ‘ 100 106-8 112-5 














3. The real amount of the adverse balance of payments may be 
defined as the adverse balance that would have arisen if the 


1 Average earnings thus calculated were 123 for 1940 and 139 for 1941, and 
average wages 116-5 for 1940 and 128 in 1941 (1938 = 100, in both cases). 

2 The average number of hours worked in the second half of 1940 was prob- 
ably not much different from that of 1941. But this was not true of the first 
half of 1940. 

* This includes a miscellaneous collection of services (rents of dwelling- 
houses, betting, religion, education, entertainments, etc.) which can be assumed 
to have remained roughly unchanged in quantity. 

‘ Deflated with the changes of the purchasing power of the £ abroad. 
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prices of imports and exports and of the other goods and services 
entering into the balance had all remained unchanged. On this 
definition, the change in the real balance is the sum of the increase 
m the excess of imports over exports, of sums spent abroad in 
connection with the war which are not reflected in imports, and 
of quantitative changes in the invisible items in the balance of 
trade. Here imports were deflated with import prices (which can 
be assumed to move with the wholesale prices of imported goods), 
exports with home prices, sums spent abroad and not reflected 
in imports with the change in the purchasing power of the £ 
abroad, and the invisible items with the rise in freight-rates. 
The outcome of this calculation, which involved tentative estimates 
as to the movements of imports and exports, and which is too 
long to be reproduced here, is that the real value of the adverse 
‘ balance was £500 Mn. in 1940 and £550, Mn. in 1941, correspond- 
ing to the current values of £759 and £798 Mn. in these two years. 
4. The real amount of home capital disinvestment, if full 
allowance is made for the writing up of stocks and the rise in the 
replacement cost of fixed capital, mentioned on p. 212 and 
p- 208 above, becomes £510 Mn. for 1940 and £490 Mn. for 1941 
in terms of 1938 prices, as against the White Paper’s figures of 
£286 Mn. and £493 Mn. in terms of current prices. It is not 
consistent, however, with the rest of cur calculations, that home 
disinvestment in 1940 should, in fact, have been so large; and 
the explanation may be that the allowance in this estimate ! 
for writing up the values of stocks in 1940 was excessive. We 
have therefore reduced, as a rough guess, home disinvestment 
in 1940 by £110 Mn. to £400 Mn. and retained about £500 Mn. for 
1941 (both in terms of 1938 prices). 
The result of these calculations is set out in Table IV. 











TaBLe IV 
National Income and Expenditure in Terms of 1938 Prices 
(£ Mn.) 
1938. 1940. 1941. 
Personal expenditure on consumption . 3,467 3,150 2,850 
Expenditure by public authorities on oe and 
services . 807 (2,650) (3,380) 
Private net investment at home . 376 —400 —500 
Private and Government net investment abroad | —. 55 —500 —550 
Net national income . ‘ “ : ; 4,595 4,900 5,170 














Note.—The various items are at factor cost, as in Table II above. 





1 Cf. p. 212 above. 
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The figures for Government expenditure on goods and services 
in 1940 and 1941 here appear as a residue, obtained by deducting 
consumption expenditure from the estimate of the national 
income and the sum of home and foreign disinvestment. We can 
check the consistency of our estimates by comparing the residues 
in the above table with the figures for Government expenditures 
in terms of current values in Table II, and examining how far 
the implied changes in the relevant price-level appear plausible. 
From this comparison prices in the Government sector appear to 
have risen, over 1938, by only 10 per cent. in 1940, and 17 per cent. 
in 1941, whilst the prices in the consumption sector, which were 
directly calculated, show an increase of 18 per cent. for 1940 and 
28-5 per cent. for 1941.1 Now there is some reason to suppose 
that the prices of goods and services applicable to Government 
expenditure have risen less than those applicable to private 
expenditure; because profit margins have tended to rise in the 
civilian sector, and to fall in the Government sector, of industry. 
But the difference could hardly have been so great ; which suggests 
that in the above table the figures of Government expenditure for 
1940 and 1941 must be too large. If we assume that the prices 
applicable to Government expenditure have risen by 15 per cent. 
and 24 per cent., which certainly looks more plausible, Government 
expenditure at 1938 prices becomes £2,550 Mn. for 1940 and 
£3,200 Mn. for 1941 (instead of the £2,650 Mn. and £3,380 Mn. 
shown in the above table). This involves, in turn, that some 
of the other estimates are too large; either the increase in the 
national income has been put too high (which would imply some 
reduction in the average output per man-hour) or else the figures 


1 All these are expenditure prices at factor cost, i.e., the market prices less 
indirect taxes, etc., of all the goods and services which are bought by the 
Government or by private persons. To convert them into output prices at factor 
cost, imports must be eliminated from the expenditure figures. On the assump- 
tion that in the war years imports enter into private and Government expendi- 
tures in the same proportions, the increase in output prices in both sectors is 
about 4-5 per cent. less than the increase in expenditure prices. 

The estimate of output prices in the consumption sector, as calculated by 
this method, agrees fairly well with the estimate of output prices in the con- 
sumption sector, as calculated with the aid of the wage index; if we assume 
that productivity has remained unchanged, and there was a slight rise in profit 
margins in the consumption sector. Thus, average wage costs for 1941, as shown 
on p. 218 above, have risen by 28 per cent., which implies a rise in prices of some 
30 per cent., taking account of the rise in profit margins. We must deduct from 
this about 3th for the output of non-wage-containing services, which have not 
risen in price and which enter into consumption, and we thus get a rise in output 
prices of 25 per cent. This should be compared with a rise of output prices of 
some 24 per cent., calculated by our adjusted cost-of-living index (28-5 per cent. 
minus 4-5 per cent. on account of imports). 
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of home disinvestment, as given in the White Paper, are excessive 
by some £100 Mn. in 1940 and £200 Mn. in 1941.1 This may 
well be the case, since in the White Paper the amount of home 
disinvestment was not independently calculated, but was obtained 
as the difference between expenditure and income; while 
the statistical bias of the estimates of income and that of the. 
estimates of expenditure are likely to be in opposite directions,” 
so that this method tends to yield an excessive figure. 

If this correction is accepted as being on the whole the 
most likely among the various alternatives, the real sources of 
our war finance may be set out as follows :— 


TABLE V 


The Real Sources of War Finance 
(£ Million, at 1938 prices) 











1940. 1941. 

Increase in output ‘ 2 é Z . 300 570 (500) 
Reduction of consumption ; , : ; 300 600 
Increase in adverse overseas balance : 450 500 
Reduction in private gross investment, including the 

‘reduction of stocks in private ownership ‘ . 700 730 (800) 
Increase in Government expenditure on inane and 

services as compared with 1938 . : 1,750 2,400 











Thus in 1941 about one-quarter of our increased Government 
expenditure since the war was furnished by increased prodfiction, 
and one-quarter by reduced consumption, while the remaining 
half came from sources which involve a “ burden on the future ”’ 
—i.e., which make the amount of resources at the disposal of the 
post-War generation less than they would have been if there had 
been no war.’ In 1940, just under two-thirds of the war ex- 
penditure came from such sources; so that, as between these two 
years, the proportion furnished by sources which involve no 
burden on the future has increased. 


1 It is also possible, of course, that the reduction in real consumption was 
less than the 9 per cent. and 18 per cent. respectively assumed in the estimate, 
or that the figures of overseas disinvestment require to be deflated even more 
than we have done. But it appears more likely that the error lies in the 
estimates for home disinvestment. 

* Cf., e.g., Clark, National Income and Outlay, p. 150. The reason probably 
is that on the income side, insufficient allowance is made for tax-evasion, and on 
the expenditure side, insufficient deduction for “‘ business expenditures,” ‘.e., 
expenditures not made out of final income. 

* This ignores, of course, the considerations mentioned on p. 209 above, 
that Government expenditure also creates assets which will remain useful after 
the war. 
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In a calculation based on last year’s White Paper?! it was 
concluded that when our economy has been fully geared to the 
war, about £2,600-2,700 Mn. at pre-war prices can be made 
available for Government purposes out of current income; while 
if we add the amount which can be furnished by the disinvest- 
ment of domestic capital, about £3,000 Mn. p.a. at pre-war prices 
‘is the maximum home-financed public expenditure which can be 
maintained for any length of time. The present calculation 
shows that in 1941 about £2,300 Mn. were available for Govern- 
ment purposes out of current income; or adding the amount 
furnished by the disinvestment of domestic capital, £2,650 Mn.? 
It was therefore still short of the probable “ ceiling’? by some 
£350 Mn., or 14 per cent., but this rate may be approached in 
1942. 

All these estimates are subject to considerable uncertainty, 
chiefly owing to the unsatisfactory basis of the estimate of 
home disinvestment. If in a future issue of the White Paper 
this item could be calculated independently—as it has already 
been done for 1938—it will be possible to analyse the real sources 
of war finance on a more solid foundation. 

NIcHOLAS KALDOR 


London School of Economics. 


1 Economic JouRNAL, 1941, p. 190. 
? As against £1,750 Mn. and £2,150 Mn. respectively in 1940. 
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REVIEWS 


Business Cycles: A Theoretical, Historical and Statistical Analysis 
of the Capitalist Process. By JosepH A. SCHUMPETER. 
(New York: McGraw-Hill. 1939. Vol. I. Pp. xvi + 448; 
vol. II. Pp. ix + 647. 2vols. $10.) 


Ir we divide the great books on economics into two classes, 
according as their chief contribution to our knowledge consists in 
the addition to the technique of economic analysis or in the inter- 
est of their general outlook on social processes, there is no doubt 
that Professor Schumpeter’s book belongs to the second class. 
The argument is frequently impressionistic, the statistics and 
historical facts appealed to bear very often a much too indeter- 
' minate relation to the theory they are meant to prove; but all 
that this means is that Professor Schumpeter’s intuition got there 
long before his argument and that he left exact proof to lesser 
and more patient men. 

The chief thesis of the book is that capitalist history is the 
history of processes of innovation enormously facilitated by 
the modern credit mechanism, which is itself largely fashioned 
by the very process of innovation. Business cycles are the 
typical mode of absorption of innovation by the capitalist system. 
In the absence of innovation there would be no business cycles. 

The modus operandi of the process of innovation is envisaged 
as follows: First, most innovations require the instalment of 
new equipment or the reconstruction of old. Second, innovations 
under competitive capitalism are introduced by new men who 
found new firms for the purpose and borrow the requisite capital. 
Third, banking policy is passive in the sense that the banks do 
not raise the rate of interest immediately the marginal efficiency of 
investment rises in consequence of innovation. Fourth, innovat- 
ing entrepreneurs are scarce, but once an innovation has proved a 
success, many business men follow in the wake. Hence innova- 
tions do not stimulate all parts of the system to an equal extent. 
Innovations are concentrated in definite sectors of the economy 
in a given period of time. Fifth, even if technical and organisa- 
tional knowledge increases gradually, innovation—the introduc- 
tion of new economic processes—proceeds discontinuously. It is 
concentrated in periods where the risk of failure is small. Similarly 
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innovation slackens when as a result of past innovation the 
economic environment becomes disarranged to an extent that 
makes calculation difficult and enterprise very risky. 

The above five assumptions are retained throughout the 
discussion. In the analysis of the first approximation model two 
additional assumptions are introduced : sixth, innovation impinges 
on a static system; seventh, this static system maintains full 
employment. 

Given the above conditions, the cycle proceeds as follows: 
Innovating entrepreneurs borrow from banks and use the pro- 
ceeds of their loans to bid away labour and materials from old 
(non-innovating) firms. This leads to a rise of factor prices and 
of commodity prices. But after a certain period of delay the new 
products resulting from innovation appear on the market. Their 
prices and the prices of their substitutes fall. The fall in prices is 
further accentuated by what Professor Schumpeter calls ‘the 
process of auto-deflation of loans,” vulgo the repayment of bank 
loans by the innovating entrepreneurs. The innovators do not 
suffer from the price fall, as the profitability of their enterprise 
was not dependent on the continued existence of the old equili- 
brium prices. But the old entrepreneurs suffer losses, and the 
process of adjustment forced on them disequilibrates the whole 
system. Calculation now becomes difficult, risks increase, and 
innovation slackens. After an indeterminate period of adjust- 
ment the system settles down to a new equilibrium with lower 
prices and a higher real income. We thus have a two-phase 
cycle consisting of prosperity and recession. A new innovation 
is required to produce the next prosperity; the cycle is not self- 
perpetuating. 

The second approximation introduces the induced increase in 
investment of old firms. The investment of the old firms is only 
profitable at the level of effective demand existing during pros- 
perity. The disinvestment necessitated by this misdirected 
investment carries the economy past equilibrium into the period of 
depression. Professor Schumpeter does not think it can be proved 
that depressions must peter out. If, however, we assume that 
the downward movement is stopped, the system will not stay at a 
depression level, but move to a new equilibrium. We thus havea 
four phase cycle : prosperity, recession, depression, recovery. 

The third approximation introduces the idea of many waves of 
different periodicity existing simultaneously. The chief reasons 
for these different periodicities are, first, that the periods of incu- 
bation of different simultaneous innovations may differ; second, 
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that innovations produce new investment opportunities by 
modifying the environment into which they are introduced. But 
the increase in investment opportunities created by innovation 
only comes about slowly as compared with the increase in risk 
produced by the disarrangement of the old equilibrium. Pro- 
fessor Schumpeter distinguishes three waves: the Kitchin cycle 
of about forty months’ duration, the Juglar which is normally 
called “the” trade cycle of about eight years and the Kondratieff 
or long wave of about fifty years duration. 

The theory thus developed is applied to the historical material 
in Chapters VI, VII, XIV and XV, and to time series analysis in 
Chapter V and Chapters VIII-XIII. 

This rough outline does not do justice to the wealth of applica- 
tions, suggestions, and interpretations in which the two 
volumes abound. One point should be mentioned because of its 
intrinsic interest. Professor Schumpeter is no believer in increas- 
ing returns to scale. He argues very forcibly that if there is any 
causal connection between the two it should be that of innovation 
upon the size of industry, rather than vice versa. I believe he 
presses his point too far, but he has certainly rendered economics 
a signal service by destroying the mechanical Marshallian idea of 
a downward sloping supply curve. 

If we compare Professor Schumpeter’s theory of the trade 
cycle with other modern work in the same field (for example, 
with that of Mr. Kalecki, Mr. Harrod or Mr. Kaldor) two defin- 
ite advantages of Professor Schumpeter’s theory emerge. 
They are associated with his more satisfactory treatment of the 
incentive to invest. Innovation leads to a type of investment 
the variations of which are largely independent of short term 
variations in the profit outlook. It is not the only type of 
investment which is thus relatively independent of short term 
conditions. House building and some local authority investment 
are in a somewhat similar position. It would be interesting to 
have some quantitative information as to the proportion of total 
investment taken up by these three types. But even in the absence 
of this quantitative information, it is fairly obvious that the short 
period stability of the economic system is rather greater than ap- 

_pears from some modern works on short period theory. 

In the second place, Professor Schumpeter’s analysis gains 
very much in concreteness by separating innovations from other 
impulses which are treated all alike as “shocks” or “given 
increases in the rate of investment ” in other theories. Here it 


is important to insist that, according to Professor Schumpeter, 
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innovation is not just an impulse equivalent to any other impulse 
which would lead to the same given increase in investment in a 
given initial period. There is a definite process of innovation. 

So far I find myself in agreement with Professor Schumpeter. 
It is when he goes on to argue that it is in fact this process of 
innovation which produces all the essential features of the trade 
cycle, and that there would be no trade cycle were not the process 
of innovation cyclical, that I part company. Professor Schum- 
peter, in my view, is right in maintaining that there would be no 
trade cycle in a system subject to small random shocks only. 
He is right in the sense that it would be unrealistic under those 
conditions to postulate such strong dependence of investment on 
existing profits as would produce a cycle. It does not follow at 
all that the process of innovation needs to be cyclical to produce 
the trade cycle. It suffices that innovation brings about that 
uncertainty, that strong dependence of investment on current 
profits on which Mr. Kalecki, Mr. Kaldor and Mr. Harrod rely. 
It may well be that the process of innovation itself is cyclical, but 
the trade cycle would be explicable even if that were not so. 

Once this point is cleared up, we can look again at Professor 
Schumpeter’s model with a more critical eye. The chief weakness 
of the theory appears to consist in its excessive reliance on the 
influence upon the process of innovation of such variations in 
risk as are due to the trade cycle itself. Why does the process of 
innovation start in a certain period? Because the system is in 
the neighbourhood of equilibrium and the risk of failure is con- 
sequently small. Why does innovation slacken? Because at a 
certain stage of the boom, owing to the impact of innovation on 
the economic system, the risk of failure increases. But, it may be 
argued, innovation is a risky business in any case and will only be 
undertaken if the prospective profits far exceed “‘ normal profits.” 
This being so, will the cyclical variation in risk be sufficiently large 
to make a great impression on the rate of innovation? As the 
system departs from equilibrium, risks of failure may increase, but 
so do aggregate profits—a fact neglected by Professor Schumpeter 
because he never systematically analyses the effect of the removal 
of his first-approximation-assumption of fullemployment. Inany 
case, the departure from equilibrium and the impact of innovation 
will be much less deeply felt by a system that, unlike the static 
system of Professor Schumpeter’s first approximation, is constantly 
disturbed by innovations and never is allowed time to settle down 
to a new equilibrium. Indeed Professor Schumpeter concedes so 
much in his third approximation, but at this late stage he does not 
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feel that the difference between a system where innovation is 
sporadic and equilibrium the rule and a system where the opposite 
state of affairs holds is sufficiently great to necessitate much 
further analysis. It seems to me that in the more realistic system 
there is very little reason why the emergence of the products of 
innovation in the late stages of the boom should discourage further 
innovation. 

It is, in fact, possible that the rate of innovation should increase 
during the slump as the decline of profits sharpens the wits of the 
“old firms.” It seems very difficult to hold any a priori theory 
as to which phase of the trade cycle is most conducive either to 
the initiation or to the rapid diffusion of innovation. The most 
plausible hypothesis appears to be that extreme prosperity and 
extreme depression are on the whole less conducive to innovation 
than mild prosperity and mild slump. 

On the other hand there is every reason why in the late stages 
of the boom the rate of investment of the old firms should decline. 
For, quite apart from the competition of the new firms, the mere 
fact that equipment has increased during the boom will make new 
investment less profitable and the old firms have not the cushion 
of large profits to fall back upon. By emphasising this element in 
Professor Schumpeter’s theory we arrive at a certain synthesis of 
his theory and Mr. Kalecki’s. The innovation process supplies 
the “impulse,” the innovation process explains why current 
profits should loom so large in the calculations of “ routine 
entrepreneurs,” but the “‘ adaptation mechanism ”’ is Mr. Kalecki’s. 

It is possible to increase the presumption against a cyclical 
process of innovation somewhat further. Reasons can be given 
for believing that the process of diffusion need not be fast as com- 
pared with the process of creation of new investment opportunities 
by innovation. Professor Schumpeter is rather contemptuous 
of time lags. It is therefore just as well to state that his purely 
qualitative argument is insufficient. In his third approximation 
he admits that the same innovation may produce more than one 
cycle. This is so because initially the diffusion of a given innova- 
tion is held up by scarcity of skilled labour, by a scarcity in the 
supply of entrepreneurs sufficiently familiar with the new pro- 
cesses, by consumers’ inertia, by the insufficient development ot 
secondary industries—and, we may add, pace Professor Schum- 
peter—by the imperfection in the capitalist market. As time goes 
on the very process of diffusion breaks down these resistances and 
these barriers to innovation are reduced. We get here a very 
interesting integral equation—somewhat analogous to one ana- 
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lysed by Professor Volterra in connection with biological “‘ con- 
ditioning ’’ of the environment; but—and this is the interesting 
point—we need not get at all marked fluctuations. Whether we 
do so depends very much on the time structure of the diffusion 
process as compared with the conditioning process. 

Professor Schumpeter in his analysis of the process of diffusion 
lays rather one-sided stress on the differences in entrepreneurial 
ability as a cause of such gradualness as he is willing to admit in the 
process of diffusion. He tends to neglect the other, more “ objec- 
tive,” conditions which tend to lead to a spread of diffusion in 
time—for example the age distribution of old equipment and 
differences in locational conditions. He therefore seems to me to 
fall into the error of overestimating the “ discontinuity ”’ of the 
innovation process. What does change rather discontinuously in 
consequence of innovation, is the equilibrium level of capital 
stock, not necessarily the actual capital stock—a circumstance 
which has considerable bearing on time series analysis. 

Where Professor Schumpeter’s argument in favour of a cyclical 
mechanism of innovation seems weakest, is in its application to 
the “long wave.’ Here the argument in favour of sufficiently 
fast diffusion process as compared with the conditioning process 
is hardly plausible at all. It seems much more reasonable to 
rely on Slutsky’s model—on the combination of the probability 
distribution of external stimuli with a very slow, but aperiodic, 
process of absorption of large innovations. This, I take it, is 
Professor Lange’s solution too in his very interesting review of 
Professor Schumpeter’s book (Review of Economic Statistics, 
November 1941). It should be emphasised—as has been done 
by Slutsky himself—that this does not involve reducing the 
explanation of these waves to “ pure historical accident.’’ Ob- 
viously if the process of absorption of large innovations were 
faster, the apparent duration of the apparent cycle would be 
reduced. 

As regards the reality of Professor Schumpeter’s cyclical 
mechanism of innovation during shorter periods, my arguments 
have done no more than suggest that there are some grounds for 
believing the process of the trade cycle and the process of innova- 
tion to be rather more distinct than Professor Schumpeter is 
willing to admit. Whether his cyclical process is real neverthe- 
less cannot, of course, be settled by argument, but only by urgently 
required empirical investigation. Here I find it impossible to hide 
my sense of disappointment at the more empirical parts of Professor 
Schumpeter’s book. One could have wished that he had been 
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able to adduce evidence more directly relevant to his main thesis— 
taking his material from the history of individual industries and 
firms rather than present evidence which might serve to verify 
some of the rather despised “aggregative theories,’ but can 
neither prove nor disprove his own theory. Perhaps it is impos- 
sible, from existing historical and statistical data, to prove or 
disprove Professor Schumpeter’s theory. In that case what is the 
relevance of the empirical parts of the book? In any case the 
crucial test of Professor Schumpeter’s theory is still to come. In 
the meantime, whatever the result of such a test turns out to be, 
I feel convinced that some elements of Professor Schumpeter’s 
theory will form part of every future theory of economic develop- 


ment. 
E. RoTHBARTH 
Cambridge. 


British Unemployment Programs 1920-1938. By Evrtine M. 
Burns. (Washington: Committee on Social Security. 
Social Science Research Council, 1941. Pp. xx + 377. 
$2.75.) 


Tuts is a valuable account, both objective and critical, of the 
measures taken in Britain between the two great wars to deal 
with the problem of unemployment. Its preparation and 
publication for the Committee on Social Security in Washington 
indicate an admirable desire of those who are concerned with 
social problems in the United States to make plans with know- 
ledge of the experience and measures of other countries. It is 
equally important that Mrs. Burns’ work makes it possible for 
those who are concerned with such problems in this country, to 
see how measures taken here appear to a friendly, independent 
and competent observer. 

The whole period covered by Mrs. Burns’ survey is divided 
by her into three main periods: of expanded insurance as the 
major unemployment relief measure from 1920 to 1931, of re- 
stricted insurance and transitional payments from 1931 to 1935, 
and of restricted insurance and unemployment assistance from 
1935 onwards. For the first twelve years after demobilisa- 
tion in 1919, the unemployment insurance system, hastily 
generalised in 1920, became the main method for dealing with 
unemployment of all kinds. Little heart or thought was devoted 
to training or the provision of work. An interesting table at 
page 70 suggests that the debt of £115 millions incurred by the 
insurance system up to 1931 was due essentially to this expansion, 
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and that ‘“‘ had the insurance system been restricted as originally 
planned, the Fund would have shown a surplus by 1931 instead 
of a deficit.’” The policy of expanding the insurance system was 
brought to an end in October 1931; this in Mrs. Burns’ view 
was the “direct outcome of a panic-like concern over the in- 
solvency of the Unemployment Fund, rather than of any careful 
analysis of the proper place of an insurance plan in the total relief 
system, or of the appropriate levels of insurance benefits ” (page 
72). There followed, in the second of Mrs. Burns’ stages, “a 
three-fold unemployment programme” under which mainten- 
ance for the unemployed was provided in the three forms: of 
insurance benefit given unconditionally for a limited time; of 
transitional payments unlimited in time but subject to a means 
test, financed by the National Exchequer but administered largely 
by local Committees; and of public assistance from local rates 
administered directly by Local Authorities for those who for 
various reasons failed to qualify for insurance or transitional 
payments. The third stage was introduced by the Unemployment 
Act of 1934, by which provision for unemployment (apart from a 
trifling exception still left to Public Assistance) was divided be- 
tween the two centralised organisations of insurance and assist- 
ance. This last stage, of course, is the one of most practical 
interest to-day. Mrs. Burns’ judgments upon it, as set out at 
the end of each of the Chapters VII, VIII, and IX, and in her 
final review in Chapter XI, deserve the most careful consideration. 

Her main judgments are two: one favourable and one un- 
favourable. On the one hand, British methods of dealing with 
unemployment have been highly successful in staving off by 
maintenance the evils of loss of earnings through unemploy- 
ment; the division between insurance benefit and assistance 
corresponds substantially to a real difference between the classes 
of persons concerned and their needs. On the other hand, “ in 
contrast to the considerable degree of success with which the 
British have handled the problem of maintaining the unemployed, 
their approach to the more difficult social and psychological 
problems created by the fact of long-continued unemployment 
has been very limited and often half-hearted ” (page 290). Cash 
maintenance with as few conditions as possible and no means or 
needs test is an adequate provision for short-term unemploy- 
ment; it is not adequate for long-term unemployment, because 
we live, and are kept healthy in mind and body, not by bread 
alone in idleness, but by occupation of one sort or another. It 
is interesting to find Mrs. Burns’ from this standpoint criticising 




















1942] BURNS: BRITISH UNEMPLOYMENT PROGRAMS 231 


(on pages 180-1) the provision of “ added days” by which men 
of good contribution record can draw unconditional unemploy- 
ment benefit for more than twenty-six weeks and, indeed, up to 
twelve months or more. For such men Mrs. Burns suggests that 
the type of treatment available under the assistance system would 
be more appropriate, since unconditional benefit may be danger- 
ous and, in any case, something other than mere cash benefit is 
needed. It may be answered (indeed Mrs. Burns admits the 
answer in another passage) that men of good contribution record 
are likely to be able to stand even more than six months of un- 
employment without demoralisation; that at present unemploy- 
ment assistance does not, in fact, provide for most men anything 
more than cash maintenance; and that even with the trade cycle, 
as it was known before mass unemployment began between the 
two wars, men in trades subject to violent fluctuation might have 
to stand idle for more than half a year. 

Nevertheless, Mrs. Burns’ criticism on this point, as on others, 
is highly suggestive. It leads appropriately to her general dis- 
cussion of the relative spheres of insurance and assistance. Mrs. 
Burns, while recognising that insurance and assistance deal with 
different types of men in Britain to-day, is not convinced of 
the necessity for a separately financed insurance system, whose 
benefits are supposed to be preferable to assistance and are paid 
for largely by wages and pay-roll taxes. She suggests that if 
British experience be any guide, “‘ unemployment insurance may 
be a self-destroying institution. . . . Created to make more 
acceptable provision for a limited group of unemployed persons, 
its integrity could be maintained only if the treatment of those 
excluded was so improved as to relieve the pressure of undesirable 
expansions of the insurance system. But once so improved, the 
case for the maintenance of an independent, and, particularly, 
a separately financed insurance system is greatly weakened ”’ 
(page 317). To this it may be answered that if the line between 
insurance and assistance could be drawn at the point where un- 
conditional cash maintenance ceases to be appropriate and should 
be replaced by treatment—that is, training or rehabilitation—in 
which cash maintenance is only an incident, there would probably 
still be good reason for keeping separate finances for the two 
halves of the provision for unemployment. There is, as Mrs. 
Burns rightly, if sometimes regretfully, recognises, a strong 
preference of British people for benefits given as a right, even 
over larger sums given subject to conditions. There is more 
psychological advantage than she realises in making uncon- 
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ditional benefit depend on payment of a contribution before- 
hand by the person who is to receive benefit. 

Apart from this general issue, Mrs. Burns makes many in- 
teresting comments on special points, of which one or two only 
can be mentioned here. One is the table on page 67 showing the 
quite steady rise in the real value of insurance benefits from 1920 
onwards. At the end of that period the insurance rates, though 
always officially described as not intended as full maintenance, 
had in fact approximated the maintenance standard and were 
equal to, or above, the relief scales of most public assistance 
authorities. Another is the suggestion on page 192 of the dis- 
advantage to applicants of having to deal with separate offices 
for insurance and assistance. 

Mrs. Burns uses one phrase which is less familiar on this side 
of the Atlantic than she realises, in speaking of the “ principle 
of categorisation.”” The phrase does not appear at any point of 
the book to be expressly defined, and may puzzle some readers, 
till on page 204 they realise that “the categorisation of depend- 
ency ”’ is our old friend of the Minority Report of 1909—namely, 
the break-up of the Poor Law. 

To review with Mrs. Burns’ help the course of British pro- 
grammes for unemployment leads inevitably to two general 
conclusions: first, it is not sensible to aim at guaranteeing 
adequate maintenance during periods of non-earning without a 
parallel guarantee of adequate income during earnings. Mrs. 
Burns’ discussion on pages 252 seq. of the level of subsistence and 
of the relation between wage rates and insurance and benefit 
scales leads, like all similar discussions, to the need of some 
system of children’s allowances. Second, there cannot be any 
satisfactory scheme of unemployment insurance or assistance, 
unless unemployment itself can be kept down to something like 
the level experienced before 1914—that is to say, unless unemploy- 
ment can be reduced once more to seasonal, interval and cyclical 
unemployment, freed from the permanent mass unemployment 
through industrial dislocation experienced between the two wars. 

W. H. BeveriIpGE 

University College, 

Oxford. 


Change (No. 3). An Inquiry into British War Production. Part 
I. People in Production. A Report prepared by Mass 
Observation for the Advertising Service Guild (London, 
1942. Pp.x + 410. 10s.) 


Tuts inquiry was badly needed. As the authors put it, war 
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production is today the subject of “ maximum bias,” though to 
win the war as quickly as possible it should be that of “ minimum 
bias.”” In reducing the bias, this report should make a substantial 
contribution—more than the -001 per cent. the authors (p. 86) 
modestly hope for. It approaches war production from all sides : 
the employers, the Trade Unions, the foremen and the workers, 
and pays proper attention not only to the truth, but to what people 
think or feel is the truth. In matters of morale, feelings and 
tongues, to use the authors’ headings, are clearly as important as 
what actually happens to “ bodies.”’ 

The head and members of Mass Observation are peculiarly well 
fitted to conduct this inquiry. With a background of anthropo- 
logical experience both in a savage and a Lancashire society, they 
are able to assess the relative strength of “ status,” prestige, 
customs, and ways of thinking, as against the logic ofevents. They 
very rightly lay great stress on the magic of such words (particularly 
when capitalised) as Industry, 100 per cent. Efficiency, even 
Absenteeism, in obstructing rational thought and accurate 
measurement. 

The authors understand presentation, and their report is as 
absorbing as any novel with plenty of dialogue. It tells us vividly, 
and often in the character’s own words, what he or she is feeling, 
thinking, discussing, putting down in a diary, and doing. Where, 
as in England, a ruling class of politicians or employers inclines to 
live within a pale shut off from the ruck, it is a wise rule that the 
ruck should be at least understood. The worker’s desire, for 
instance, for a two-way traffic in ideas so that he can make his 
influence felt, instead of just being ordered about, seems natural 
enough. But only by clear statement, such as this report gives in 
plenty, can the employer, or even the manager, get to understand 
this natural attitude. 

The inquiry is, indeed, at its best in explaining the worker’s 
mental attitudes. He believes that (p. 103) the management keeps 
an eye too much on the future, and is longing nostalgically for the 
days when “ there was discipline in industry ’’; and that ahead of 
the workers “lies a return to the quick sack and the unexplained 
instability ”—a belief partly due no doubt to an idée fixe (p. 75), 
but certainly conditioned by experience after the last war. The 
employer remains the traditional enemy and (p. 333) “ when the 
situation looks as if we are bound to beat the Axis anyway—an 
idea the Government have for long inspired—the impulse to have 
a round with the traditional enemy creeps up.” Moreover, the 
worker is, like most human beings, conservative and he is (p. 81) 
“liable to assume that a process which goes on steadily is sound 
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in terms‘of work” and that industrial efficiency consists “ of 
getting tooled up on a job at the beginning of the war and working 
through without change until the end.” So that, when changes in 
processes are introduced by the employer, as the war forces them 
to be, the worker naturally jibs—particularly when no explanation 
of the change is vouchsafed through the management. ‘There are, 
of course, incentives not to jib; and here the inquiry illustrates 
admirably that though the wage incentive (p. 323) ‘is of the 
first importance,’’ it is not “ first and last,” as too many industrial- 
ists imagine. In any case, it is the belief that wage differentials 
and changes are unfair that seems to cause most trouble, and not 
the amount of the wage itself. 

The relation of men to women workers is a case in point. The 
government training scheme assumed that a man of twenty-one 
or over is worth 22s. 6d. more than any woman. When she starts 
employment there is unstinted praise by employers (usually 
coupled with the same surprise as shown in the last war) at women’s 
skill. But this only increases the fear of the men that work may 
not be properly differentiated and that women may replace them 
on many jobs. Though women often desire (p. 133-4) “to be 
allowed to use initiative ’’ and “‘ are more concerned than men in 
doing a real job of war work,” the (p. 131) “‘ machinery, the con- 
trol, the management, the psychology of leadership and incentive 
are determined by men.” 

This work makes no closely reasoned, statistically verified, 
approach to industry based on subtly measured records and 
experiments, such as academics (in spite of the authors’ innuendos, 
p- x) have occasionally made successfully in the past, and the 
Government should be (but is not) making at present. Nor does 
it perhaps link up sufficiently with the research that was initiated 
in the last war. Yet, with a wealth of document and observation, 
interpreted on modern psychological and anthropological lines of 
thought without hiding the limitations of its technique, this inquiry 
tanks higher scientifically than the ‘‘ exacting sort of impression- 
ism ” it “ semi-apologises ’’ (p. 13) for being. The authors’ bite 
is far better than their bark. 

P. SARGANT FLORENCE 
University of Birmingham. 


League of Nations: World Economic Survey, 1939-41. (Geneva: 
League of Nations. 1941. Pp. 275. 7s. 6d.) 


Tuts Survey is necessarily somewhat different from its pre- 
decessors. As Mr. Loveday explains in the preface, it is not the 
































1942] WORLD ECONOMIC SURVEY, 1939-41 235 


work of one author, summing up a situation the different aspects of 
which are dealt with in the specialised League publications on 
trade, money and banking, and the rest, but the combined work 
of a number of writers, setting out, as well as co-ordinating, the 
relatively scanty information available under war conditions on 
these and other topics. Nevertheless, it must be said at once that 
this volume, while necessarily longer and somewhat less readable 
than the excellent works for which Mr. Meade was responsible in 
the last pre-war years, is far from being merely a book of reference, 
and can be read with ease as a straightforward economic history 
of the first two years of the war. 

The central theme of the Survey is, naturally, the transition 
from peace to war economy in the main countries, with the inter- 
national repercussions of this transition—its repercussions on in- 
ternational trade and transport, world markets, international 
monetary relations, and the situations of the smaller neutral 
countries—growing out of it. The starting-point, therefore, is 
Government action in controlling production and consumption 
both directly and through the channels of public finance and 
monetary policy. 

The summary and comparison of measures for the direct control 
of production brings out with great clearness the extent to which 
the totalitarian countries were ahead of the democracies in the 
economic and administrative preparation for war, no less than 
in military preparation. Measures for the concentration of 
industry provide an example—many steps in this direction had 
been taken in Germany before the war, and further drastic steps 
were taken in September, 1939 ; eighteen months before comparable 
measures were introduced in Britain. Not only were the totali- 
tarian countries earlier in taking the same steps which the demo- 
cracies afterwards took, for allocating raw materials and concen- 
trating non-war industry in “ nuclear ”’ factories, but they have 
developed State-controlled and State-owned enterprise (like the 
Hermann Goring A.G. and the various Japanese companies for 
the exploitation of China and Manchuria) which tend to short- 
circuit the administrative arrangements for the control of private 
industry. 

The study of consumption and rationing is supplemented by a 
very interesting table in which the allowance per “ consumption 
unit ’ (adult male) under rationing schemes in force in early 1941 
are compared with consumption in pre-war years. Though 
naturally incomplete as a picture of the effect of the war on levels 
of food-consumption, this table makes clear the miserable plight of 
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Poland, the varying fortunes of the other occupied countries 
according to their degree of self-sufficiency in foodstuffs (the 
governing factor under the war-time conditions of severely 
limited transport facilities), and the relatively favourable position 
in Germany. Fats are, of course, the foodstuffs of which most 
European countries are shortest. The position of Britain, with 
the enormous advantage of unrationed bread, shows up favourably 
in comparison with other countries, apart from the severe restric- 
tion of our sugar consumption. 

The chapter on “ Public Finance, Money, and Prices ”’ would 
have been considerably improved if national income statistics, to 
which war expenditure is related in one of the main tables, had 
been more carefully handled. It has, indeed, been perhaps the 
chief deficiency of the League’s economic and statistical service 
that no attempt has ever been made to reduce published statistics 
of national income to a common definition, or, indeed, to provide 
notes on the definitions to which the estimates quoted conform. 
In the current Survey, not even the sources of estimates are given. 
To give war expenditure as a percentage of “ national income,” 
which, in the case of Britain includes all Government services, but 
is reckoned at ‘‘ factor-cost,’’ and which, in the case of Germany, is 
reckoned at market prices and excludes important but not clearly 
specified heads of Government expenditure, is certainly, as the 
authors point out, to invite comparisons which are “ subject to 
grave reservations.” That must still be true of any comparisons 
which it is possible to make with the statistical resources available, 
but it is possible to go a good deal further in either reducing or 
indicating the scope of these reservations than the Survey actually 
goes. 

Nevertheless, criticism on this point reflects on the value and 
interest of only a small part of the contents of this chapter, which 
gives the reader many surprises, as well as an immense amount of 
food for reflection. It is startling to find, for instance, that in- 
ternal disinvestment in Germany in 1940 (according to a German 
estimate) was greater absolutely, though probably smaller in 
relation to the national income, than was the internal and external 
disinvestment of the United Kingdom in the same year. More 
generally, perhaps the most striking financial difference between 
this war and the last which emerges here is the efficacy of the 
various means now employed to limit private spending, one result 
of which has been that, in practically all belligerent and occupied 
countries, unspendable money has accumulated, an unprecedented 
degree of liquidity has been attained, and interest rates have 
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nearly everywhere fallen. The undesirable aspect of this develop- 
ment may become apparent when the power of the administration 
in any of the countries concerned is threatened : the difficulty of 
preventing drastic price-inflation will presumably be greater when 
the sole barrier against it is direct control of prices and of amounts 
of goods which can be bought than it would be if the supply of 
currency were also kept on a tight rein. 

It would be possible to point to conclusions of major interest 
and importance in all the remaining chapters of the Survey— 
which deal with international monetary relations, raw materials 
and foodstuffs, industrial production, international trade, trans- 
port, and the general situation in the summer of 1941—but it is 
impossible to do justice to them by summarising them at all 
briefly. The most outstanding points which emerge are the 
enormous war-time increase in the use of bilateral exchange clear- 
ings, the distortion of the pattern of production of and trade in 
primary commodities, the enormous change which is taking place 
in the relative sizes of the various countries’ merchant fleets, and, 
above all, in all departments of economic life, the spread of public 
control. 

The main disequilibria which we must expect to find after the 
war are beginning to be apparent. It is clear that the resolution 
of these disequilibria will not and, indeed, cannot be left to the 
forces of the market. Yet we know, from the history of the last 
ten years, that public intervention in international economic 
relations, however well-meaning, is capable of creating chaos 
worse than any which market forces would cause if the solution 
were left to them, unless the several national governments are pre- 
pared both to show forbearance for the common good and to 
undertake positive action the success of which is entirely dependent 
on the co-operation of most or all ofthem. It is hardly possible to 
be too early in considering the rules of forbearance and common 
action which will have to be formulated, provided that the main 
characteristics and trends of the world economy are known, and 
the authors of the Survey have done an immense public service in 
providing an account of these characteristics and trends in so clear 
and convenient a form. 

A. J. Brown 
All Souls College, 
Oxford. 
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The Reconstruction of World Trade. By J. B. ConDLIFFE. 
(London: Allen and Unwin. 1941. Pp. 427. 12s. 6d.) 
Barriers to World Trade: A Study of Recent Commercial Policy. 
By Maraaret 8. Gorpon. (New York: Macmillan. 1941. 

Pp. 530 + viii. $4-00.) 

Tue changes both in the methods of conducting international 
trade, and in its volume relatively to total production in the decade 
preceding the war are obviously of the first order of importance, 
and such lessons as they afford will be eagerly studied in the next 
few years by many people who are anxious to see them applied as 
the rigid necessities of war give place to a state of affairs which, if 
more bewildering, may at least be expected to give rather more 
scope for the choice of economic policies. Books such as these 
are therefore particularly opportune. 

Dr. Condliffe’s study is largely built upon the documentation of 
the International Studies Conference which should have met in 
Bergen in late August 1939, and therefore draws upon a rich and 
stimulating collection of material. The reader may well feel, 
indeed, that the author has been somewhat oppressed by this 
material. In the first place, the scope and emphasis of the book 
are hardly those indicated in the title; it has been remarked that 
The Destruction of World Trade would be a better description of 
the ground it covers, and it is true that it is, in the main, an account 
of the forces which have been working to restrict world trade in 
recent years, rather than of the developments which are most 
desirable in modern conditions and the conditions most favourable 
to their realisation. Secondly, the author’s practice of making 
so many of his substantial points in the form of quotations from 
other authorities is annoying, and frequently serves no useful pur- 
pose. Thirdly, the fact that Dr. Condliffe admittedly does not 
attempt “to analyse theoretical situations in logical detail ” 
tends sometimes to make the general line of his argument harder to 
follow than is often the case when analyses of experience are 
related to a theoretical framework. 

The central theme of the book is the immensely increased 
willingness of governments to interfere with economic life, rather 
than to let adjustments be brought about by the “ forces of the 
market,’’ as they were known little more than a generation ago. 
Once this interference was fairly set going as a result of the break- 
down of the attempt to re-establish after the last war the system 
which was thought to have been in fairly successful operation 
before it, the tendency for interference to spread became cumula- 
tive, since each unilateral act of national policy threw upon other 
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nations a burden of readjustment which the State was called upon 
to dispose of. Moreover, the tendency was powerfully reinforced 
by purely political and military policies of autarky. Out of the 
processes thus brought about, there emerges a diversity of trading 
systems each of which tends to bring its adherents together into a 
bloc. That was the point which had been reached when war broke 
out. 

What is the way of escape (if, indeed, there is one) from this 
path of development towards greater restrictions and more intense 
international economic warfare? Dr. Condliffe’s analysis does 
not proceed far beyond the simple position that either a widespread 
fusing or a considerable curtailment of national sovereignties in 
economic matters is essential, and in this few will disagree with 
him. What it is perhaps even more necessary and helpful to 
say, however, is how far—and in what fields—a mere co-ordination 
of policies on which it could be easy to agree in principle is all that 
is required, and how far it is necessary seriously to limit the power 
- of governments in fields where at least a prime facie conflict be- 
tween their interests exists. For arriving at such a statement, Dr. 
Condliffe’s method of approach, with its emphasis on the actual 
forces shaping policy, is valuable, but far from adequate. 


Miss Gordon’s book is more limited in scope, its object being 
merely to describe the trends of commercial policy and the new 
techniques of international trade restriction since 1931, without 
analysis of the results or speculation on the most desirable future 
developments. To sift the historical facts in this field is obviously 
both a very large task and a very useful one, and Miss Gordon 
has done it well, her book combining in an unusual degree the 
virtues of readability and value for reference. It should prove 
particularly useful for teaching purposes. 

One of the outstanding points of this book (one to which Dr. 
Condliffe also pays attention) is that restrictions which were first 
adopted under the pressure of necessity, following the breakdown 
of credit facilities, or the imposition of disturbing restrictions else- 
where, have been retained for more positive purposes of national 
commercial policy. What were at first purely defensive weapons 
have in some cases become weapons of economic attack, designed 
to secure positive advantages which their users could not always 
hope to secure under a free system. It is here that a further 
development of argument would perhaps have been most welcome, 
but Miss Gordon adheres to her intention of leaving results and 
speculation mostly out of account, and even within these self- 
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imposed limits, she seems to give rather too little attention to 
over-valuation of currency as a measure of deliberate national 
policy. 

It seems, indeed, that the general theoretical background 
necessary for the most fruitful discussion even of purely factual 
developments in the fields of bilateral bargaining and competitive 
over-valuation of currencies does not yet exist. Miss Gordon 
notes how the policy of bilateral balancing transfers the supre- 
macy in bargaining-power to the party whose currency is, with 
respect to purely bilateral trade, over-valued, but does not stress 
the lesson of this in regard to general overvaluation of a currency 
under conditions of bilateralism. It is probable that the practical 
men have learnt this lesson better than the theorists, and in view 
of this, it is particularly important for theorists to advance one 
stage further, and to deal with the situation likely to arise if over- 
valuation, bilateral balancing, and discrimination with the object 
of improving the terms of trade cease to be the monopoly of one 
Great Power (as, before the war, they were virtually the monopoly 
of Germany), and are practised competitively. If they can do 
this successfully, they may help to prevent many disastrous 
mistakes of policy. 

To suggest the pressing need for further work, or for work of a 
different kind, on the subject of international trade policy, how- 
ever, is not to imply ingratitude for studies such as the two dis- 
cussed here, both of which are important and useful stones in what 
must inevitably be a large structure, built by many hands. 

A. J. Brown 
All Souis College, 
Oxford. 


Full Employment. By Joun H. G. Pierson. (New Haven: 
Yale University Press (London: Oxford University Press), 
1941. Pp. 297. 15s. 6d.) 


Mr. Pierson distinguishes between planned production, 
“‘ where the scale of output of a production unit depends on some 
sort of social balancing of costs and returns,” and production for 
market, where the scale of output of a production unit is ‘‘ decided 
on the basis of a balancing of its own (anticipated) costs and 
(anticipated) returns at alternative possible levels of output ” 
(page 68). He disposes of the arguments that full employment 
cannot be maintained in a planned system, that an optimum 
distribution of resources is in principle impossible to achieve, 
and that planning is necessarily ‘“‘ undemocratic.’”’ His only 
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reservation about the advantages of planning is that it may “stifle 
the free spirit of individual managerial initiative ’ (page 110). 
Nevertheless, he takes the view that “the existence of a 
market economy in any country presupposes a preference for the 
market procedure ” (page 115), and suggests that “the general 
public ” “elect”? the economic system (p. 116). He therefore 
regards the preservation of a market economy as an end in itself, 
and devotes the greater part of the book to the problem of main- 
taining full employment in a market economy. Public invest- 
ment, as a means of creating employment, must be sparingly used, 
otherwise the sphere of planning will gradually encroach upon 
the sphere of the market (page 116). He therefore recommends, 
as the main corrective to unemployment, ‘“‘a government 
guarantee or underwriting of consumer spending ”’ (page 135). 
The question of who shall benefit from the scheme interests 
him very little, for from this point of view the purpose of con- 
sumption is merely to provide a market. “Clearly, any number 
of alternative arrangements can be devised for giving consumers 
money to spend, and it is up to Congress to legislate what methods 
shall in fact be used ”’ (page 229). Congress must also decide 
whether the money is to be raised by loans, by taxation (devised 
so as not to restrict consumption) or by printing notes (pages 
233 et seq.). Prices are to be held stable, when wages change, 
by taxes and subsidies (page 224). Presumably therefore (the 
argument here is not quite clear) once full employment has been 
achieved, every rise in wages must be offset by a corresponding 
reduction in other subsidies to consumption. Similarly, increased 
expenditure by the rich would lead to a reduction in subsidies 
to consumption. From Mr. Pierson’s point of view it is a matter 
of indifference who does the consuming, so long as the level of 
consumption is maintained. But “the general public ”’ is quite 
as much interested in the income that each one of them receives 
as in maintaining the total of incomes, and it is hard to imagine 
the political setting in which Mr. Pierson’s system could be made 
to work once “ the general public ’’ had grasped its nature. 
Joan ROBINSON 
Cambridge. 


Economics of Social Security. By Srymour E. Harris. (New 
York: McGraw-Hill. (London: Allen & Unwin). 1941. 
Pp. xxvi + 441. $5.) 


ProFEssorn Harris has provided an elaborate and detailed 


study, descriptive and analytical, of a fascinating subject. Indeed, 
Nos. 206-7.—voL. LIl. R 
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his treatment is somewhat too elaborate, so that the reader finds 
it hard to see the wood for the trees. A problem of central 
importance to whole argument is the incidence of pay-roll taxes. 
Pay-roll taxes are added directly to prime costs, and therefore it is 
natural to suppose that they lead to a rise of prices. Professor 
Harris seems to take the view that the upper limit to the rise in 
prices is at the point where gross receipts for a given level of out- 
put are raised by the amount of the tax payments. In this case 
gross profits, for a given output, are constant in terms of money, 
and fall in real terms, so that part of the burden lies on non-wage 
incomes. It is, however, at least equally plausible to suppose that 
prices are formed by adding a certain percentage to prime costs. 
Then, if the pay-roll taxes apply to all industries, including those 
which produce raw materials, prime costs at each level are raised 
in the proportion which the taxes bear to pay-rolls, and prices 
are raised in the same proportion. Real gross profits are then 
constant, and the whole burden of the tax falls upon real wages. 
Professor Harris discusses the problem of incidence mainly in terms 
of equilibrium theory, which has nothing to do with the case, and 
wastes a good deal of time pursuing the entirely irrelevant hare of 
the effect of a pay-roll tax imposed on one firm only and not to its 
competitors, so that the reader is left in the end without any clear 
conception of the incidence of the taxes. But this problem of 
incidence has to be dealt with before it is possible to tackle the 
main theme of Professor Harris’s study—the question whether 
the social security legislation had a deflationary effect between 
1935 and 1939. 

Under the 1935 scheme a large part of the proceeds of the pay- 
roll taxes was carried to reserve. Later the pay-as-you-go school 
of thought gained influence, and the accumulation of reserves 
was slowed down. A tax on real wages devoted to current 
outlay on relief payments is not likely to have a very great effect 
on consumption, while if it is devoted to building up reserves, it 
will be strongly deflationary. In so far as the burden of the tax 
falls partly on non-wage incomes, it is likely to have some effect 
in increasing total outlay on consumption under the pay-as-you- 
go system, and to be less deflationary than a tax on wages while 
reserves are being built up. 

These considerations have an important influence on the dis- 
cussion of the financial mechanism of the various schemes, which 
Professor Harris treats at length. 

His failure to get the theoretical analysis clear is partly due to 
his excessive open-mindedness. He seems to believe a number 
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of incompatible things at the same time. For instance, he accepts 
in the main Mr. Keynes’ system of ideas, but also accepts the view 
that high wages cause unemployment, and that an increase in 
thriftiness has a direct effect (apart from its reactions on the 
demand for money) in lowering the rate of interest. And these 
views are not fitted together by any subtle process of reconciliation, 
but are each held in their simplest form. In spite of these defects 
the book is full of interest, and provides an encyclopedia of in- 
formation on all aspects of the security programme and on the 
literature of the subject. 
JOAN ROBINSON 
Cambridge. 


The Managerial Revolution: What is happening in the World. 
By James BurnuaM. (New York: The John Day Com- 
pany, Inc. 1941. Pp.285. 19s.) (London: Putnam, 7s. 6d.) 


Mr. BurnuaM, who is a lecturer in Political Philosophy in 
New York, has written a very remarkable book. In a passing 
autobiographical sentence he mentions the fact that for a number 
of years he was active in the Trotzkyist political organisation, and 
this provides a useful key to what the Americans would term the 
“set-up ”’ of his mind. 

Mr. Burnham is convinced that the capitalist society is doomed 
and will speedily disappear; but the usual antithesis, either 
capitalism or socialism, is a false one, for he holds (and that is the 
thesis of the present book) that there is a third, much more 
probable alternative in the shape of “the managerial society.” 
We are already in the transition stage, rapidly moving away from 
capitalism towards the managerial society of the future: Soviet 
Russia, Nazi Germany, the New Deal in the United States, the 
war economies of the belligerent Powers (scrambling so many eggs 
which cannot afterwards be unscrambled), are all phases more or 
less advanced of this evolutionary process. Unheralded and 
unsung, and for the most part without their own conscious 
volition, the managers even in the democratic countries are taking 
over the reins of effective power, which are falling from the hands 
of the old ruling class, who have transferred themselves from the 
control of production to the control of finance and who are no 
longer in direct active contact with the economic process. 

The managers are defined as those who guide, organise, co- 
ordinate, and administer the process of production. ‘‘ Many 
different names are given them. We may often recognise them 
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as ‘ production managers,’ operating executives, superintendents, 
administrative engineers, supervisory technicians; or, in govern- 
ment (for they are to be found in governmental enterprise just as 
in private enterprise) as administrators, commissioners, bureau 
heads, and so on. I mean by managers, in short, those who 
already in contemporary society are actually managing, on its 
technical side, the actual process of production, no matter what 
the legal or financial form—individual, corporate, governmental— 
of the process ”’ (p. 80). 

Mr. Burnham holds that in the near future all the major 
industries in the hitherto capitalist countries will come under the 
ownership and control of the State. Under these conditions 
*‘ control over the instruments of production will be exercised by 
the managers through their de facto control of the state institutions 
—through the managers themselves occupying the key directing 
positions in the ‘ unlimited ’ state which, in managerial society, will 
be a fused political-economic apparatus ”’ (p. 123). The managers 
being the new ruling class will, in accordance with a fundamental 
law of history, become a privileged class securing to themselves 
preferential treatment in the distribution of income and wealth, 
though this will take the form of a “ corporate exploitation ”’ in 
contrast to the “ private exploitation ”’ of capitalism. 

The managerial revolution involves the solution of the prob- 
lems (1) of reducing the capitalists to impotence, and (2) of curbing 
the masses in such a way as to lead them to accept managerial 
rule and to.eliminate any threat of a classless (socialist) society. 
Both of these problems have been substantially solved, though in 
a different way and in a different order in point of time, in Russia 
and in Germany. As might be expected, the author does not 
look with a favourable eye on Stalinist Russia: “ With respect to 
the three decisive characteristics of socialist society—classlessness, 
freedom, and internationalism—Russia is immeasurably further 
away to-day than during the first years of the Revolution; nor 
has this direction been episodic, but rather a continuous develop- 
ment since those early years’ (p. 45). “‘ Every shred of freedom 
and democracy has by now been purged from Russian life. No 
opposition of any kind (the life blood of any freedom) is permitted, 
no independent rights are possessed by any organisation or institu- 
tion, and the outward marks of class differences and despotism 
have one by one returned” (p. 47). The managerial society, 
however, would not necessarily be completely totalitarian, and 
some hope is held out that, if not at first, then later, a democratic 
development might quite possibly come into being, allowing of a 























1942] BURNHAM: THE MANAGERIAL REVOLUTION 245 


measure of independent organisation, and even of opposition— 
the freedom of public minority political expression. 

But there is a third problem with which the future order would 
be faced, that of the formation of super-states, and then the 
struggle for world domination among them. There are only three 
centres of advanced industry in the world capable of constituting 
super-states, North-west and Central Europe, the United States, 
and the Far East; and Mr. Burnham believes that the war of 
1939 is “ the first formative war of managerial society,” and that 
in the future the United States will inevitably be drawn, when it 
develops the full managerial structure, to make a bid for maximum 
world power as against the super-states based on the other two 
central areas of Europe and the Far East. The hemispheral 
policy of Roosevelt and the acquisition of Atlantic naval bases are 
stepping-stones towards this ultimate conflict, however little such 
ideas may be present in the minds of the existing rulers of America. 
So far as the immediate future of England is concerned, the war of 
1939, we are told, is certain to have two major results: “first, 
the political consolidation of the European Continent, which 
involves also the smashing of England’s hold on the Continent ; 
and second, the break up of the British Empire, chief political 
representation of capitalist world society’ (p. 177). Even if 
Hitler is vanquished, ‘‘ England can never again be dominant in 
Europe or the controlling political centre of a vast world empire ” 
(p. 178). 

This is a most provocative, exciting and indeed alarming book. 
It is written with a superb, almost arrogant self-assurance. The 
author feels no zhadow of doubt that his interpretation of the past, 
the present and the future of the human race is the only correct 
one. But the reader who is not swept right off his feet by this 
extraordinarily ably reasoned thesis may perhaps console himself, 
inter alia, with the reflection that the future probably will not be 
quite as grim as Mr. Burnham would have us believe, and that 
ideas, sentiments, and individuals yet unborn, are capable of 
giving world events to come a twist in quite other directions than 
those so confidently forecast by the author. 

It remains to add that Mr. Burnham himself is by no means 
enamoured of the prospect he holds out, and that his whole book 
must be read in the light of the extract from a letter from Machia- 
velli to a friend, which is appended as a motto to this work: “I 
come now to the last branch of my charge: that I teach princes 
villainy, and how to enslave. If any men will read over my book 
- with impartiality and ordinary charity, he will easily per- 
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ceive that it is not my intention to recommend that government 
or those men there described to the world, much less to teach men 
how to trample upon good men, and all that is sacred and venerable 
upon earth, laws, religion, honesty, and what not. If I have been 
a little too punctual in describing these monsters in all their 
lineaments and colours, I hope mankind will know them, the 
better to avoid them, my treatise being both a satire against them, 


and a true character of them.”’ 
C. W. GuILLEBAUD 


St. John’s College, 
Cambridge. 


Christianity and Social Order. By WiLL1aAM TempPLe, Archbishop 
of York. (Penguin Special. 1941. Pp. 90. 6d.) 


Tuis little book ought to be read by every economist; for it 
is concerned mainly with two problems, both of which are of quite 
fundamental importance to him—the objectives of an economic 
system, and the relation of those who deal in objectives to those 
who deal in techniques and in means. There has been a recent 
tendency for economists to seek to make their subject “ scientific ” 
by denying themselves the right to discuss the ends of society at 
all. A discussion of ends involves “ value judgments,” and with 
regard to these there can be no agreed truth. Thus we are invited 
to limit ourselves to discussion of the use of “‘ given means for the 
attainment of given ends.’”” But ends can only be “ given ”’ in one 
of two senses. They may be “ given ”’ by some outside authority 
—the State, the Church, the Political Philosophers—that we are 
prepared to recognise and accept. They may be “given” 
because we assume the rightness of the sum of the separate 
valuations put on ends by all the individuals who compose a 
society expressed through the market. 

Few of those who wish to make economics scientific have in 
fact accepted outside authority. They have sought rather to 
establish the sanctity of the market. But the number of younger 
economists who are entirely happy about this must be very small. 
Professor Pigou, before most of them were born, had shown the 
many cases where the market valuation of ends was misleading. 
The kernel of the difficulty is that of the unequal distribution of 
wealth. But quite apart from this difficulty, the imperfections 
of the markets themselves—of the commodity markets, the labour 
markets and the capital market—offer little promise that market 
economics can be made to yield us a satisfactory aggregate of 
ends for society as a whole. The advocate of the market seeks 
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to satisfy his conscience by pleading for equality of opportunity 
and education, for heavier death-duties, for social services and 
other adjustments of this sort outside the market, while maintain- 
ing its operations intact. But even that leaves the purist as 
entangled as ever. The volume of taxation and transfer cannot 
itself be determined without value judgments. 

Few of us now believe that the decision of the proper ends of an 
economy can be resigned to uncontrolled market forces. Almost 
every one of us every day of our lives trespasses over the frontier 
which divides scientific economics—the use of given scarce means 
for given ends—into a discussion of the ends themselves. It has 
been shown that all welfare economics, all problems of taxation, 
even problems of measurement of changes of standards of life, 
involve value judgments that are outside our province. Yet we 
continue, and shall continue, to discuss them. 

The time has surely come to consider afresh (and with the 
help of our predecessors as well as our contemporaries) what is the 
proper scope of economics. There are, as I see it, three distinct 
fields of activity : the logical analysis of the causation of economic 
processes; the description, interpretation, and measurement of 
economic phenomena; the formulation of economic policy. The 
first we can hope to make scientific, in the sense that, with regard 
to its strict logic, we ought to be capable of achieving indisputable 
agreement. The second we may hope to make more nearly 
scientific than it is, but, pace Dr. Tinbergen and others working in 
that field, I doubt whether the number of variables and their 
ever-changing time-lags can be reduced to such scientific order 
that the human judgment will disappear from their interpretation. 
The third—the formulation of economic policy—is not scientific, 
if by that we mean that our own judgments must form the most 
important constituent. 

To this central problem of economics the author of this Penguin 
has, in passing, a number of interesting and original contributions 
to make. Not the least of these is a distinction that he makes 
between the Archbishop of York (as he then was) and Dr. Temple. 
The former represents the agreed, traditional, and, in all essentials, 
united view of the Church. The latter is an individual with his 
own highly individual judgments on what should be done. Does 
not that distinction well reflect the distinction between the 
economist in his capacity as analyst of causation and in his 
capacity as formulator of policy? Cannot we agree to distinguish 
what we think that every one ought to believe as an economic 
scientist from what we should like to persuade them to think 
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valuable as economic philosophers, without denying ourselves the 
right to discuss, and to claim some authority in discussing, 
the latter ? 

But the subject of primary interest in the book, and that 
with which it is principally concerned, is the right of the 
Church to intervene in social issues and the proper scope of its 
intervention. As regards the first, the Archbishop shows how 
throughout its history the Church has claimed and exercised the 
right, and relinquished it only temporarily (and wrongly) under 
the influence of Calvin. As regards the scope of the Church’s 
intervention, I must quote him in full : 


“ The method of the Church’s impact upon society at large 
should be twofold. The Church must announce Christian 
principles and point out where the existing social order at 
any time is in conflict with them. It must then pass on to 
Christian citizens, acting in their civic capacity, the task of 
re-shaping the existing order in closer conformity to the 
principles. For at this point technical knowledge may be 
required and judgments of practical expediency are always 
required. If a bridge is to be built, the Church may remind 
the engineer that it is his obligation to provide a really safe 
bridge; but it is not entitled to tell him whether, in fact, his 
design meets this requirement; a particular theologian may 
also be a competent engineer, and, if he is, his judgment on 
this point is entitled to attention; but this is altogether 
because he is a competent engineer and his theological 
equipment has nothing whatever to do with it. In just the 
same way the Church may tell the politician what ends the 
social order should promote; but it must leave to the 
politician the devising of the precise means to those ends.” 


With his main contention as to the scopes of those who deal 
in ends and in means most readers will instinctively agree. But 
there are real difficulties. When, at the end of the book, he 
comes to lay down the objectives of social policy, these are, as they 
should be, almost certainly outside the limits of present practic- 
ability. Thus we are confronted with the problem that has always 
teased the economist—the relative valuation of alternative ends. 
Moreover, the distinction between the Church dealing in ends and 
the technician dealing in means becomes blurred. Someone, and 
someone necessarily with technical knowledge, must present the 
alternative possibilities of practicable achievement, and work out 
a system of priorities. Nor indeed are ends and means readily 
distinguishable. If it is our end that “every citizen should be 
secure in the possession of such income as will enable him to main- 
tain a home and bring up children in [decent] conditions,’ we must 
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increase productivity and output. But one can think of a dozen 
means of doing this the avoidance of which is, or should be, an 
end in itself. 

For my own part, I do sincerely doubt whether one can find 
a solution here by delimiting functions. As I see it, any full and 
worth-while discussion of ends requires the assistance of the 
technicians, but as expert witnesses rather than judges. Is there 
not a case for a closer and more continuing co-operation between 
the two parties than we have seen in the past? Is it not of 
supreme importance that the Church should call into council the 
first-rate experts, and not be too readily content with amateurs and 
men of good will in fields where real expertise and real hard think- 
ing are fully as necessary as other qualifications ? 

Let me quote one example. The Archbishop insists on the 
Church’s continuing condemnation of usury. To the analyst of 
the existing economy, the rate of interest is the king-pin in the 
whole system of dynamics, and its failure to reflect real changes 
the prime cause of unemployment and disorganisation. To ask 
what other changes in the economic system would be necessary if 
limits were put on the rate of interest is a problem of real impor- 
tance and difficulty, to which none but a first-rate economist could 
give a useful answer, but which almost any one of them if invited 
would feel worthy of his metal. And the construction of an 
internally consistent model in a different legal framework and 
with a different set of incentives is a task entirely congenial to any 
economist. Why not ask them to try ? 

The growing interest of the Church in economic affairs is 
manifested not only by this and other recent books, but also by 
the Malvern Conference and all its literature. If that interest is 
to be fully effective it needs to be backed up by careful and 
responsible and continuous thinking and fact-finding. I believe 
that the creation on a very small scale of some permanent body 
to provide this might be greatly to the benefit both of the influence 
of the Church in economic affairs, and in a humbler way to the 
contribution that economists might make toward the improvement 
of the world. 

AusTIN RoBINSON 
Sidney Sussex College, 
Cambridge. 











NOTES AND MEMORANDA 


MopELs OF SHORT-PERIOD EQUILIBRIUM 


IN his review article of my book Employment and Equilibrium 
in the December issue of the Economic JouRNAL, Mr. Kaldor 
suggests ; (i) that in constructing models for short-period equili- 
brium we ought to regard the demand function for labour for 
investment as a function of two variables, not, as I have done, as a 
function of the rate of interest only; and (ii) that we ought not to 
operate with a single rate of interest to represent, in Mr. Keynes’ 
phrase, “‘the complex of rates of interest and discount correspond- 
ing to the different lengths of time which elapse before the various 
prospective returns from the asset are realised,” 1 but with two 
rates, a long rate and a short rate, regarded as independent of one 
another. I should like to debate the case for these two proposed 
amendments. 


I 


I have expressed the demand function for labour for investment 
as a function of the rate of interest only, 4(r), when the state of 
expectations is given and is incorporated in the form of ¢. Mr. 
Kaldor thinks that the function should rather be written ¢(r, x), 
where x is the quantity of labour devoted to producing consump- 
tion goods. Now, when the rate of interest is given, there is 
clearly a connection between the quantity of labour demanded 
for investment and the quantity of labour currently employed in 
consumption industries. The more labour there is in these in- 
dustries co-operating with equipment, the larger will be the current 
marginal net product of existing equipment. If this larger current 
net product implies an expectation of larger returns in the future 
from a given quantity of labour devoted to making new equipment 
now, Mr. Kaldor’s case is proved. He interprets a sentence of 
mine (p. 36) as admitting this implication.2 Perhaps it does; it is 
certainly a bad and cumbrously written sentence. What I should 
have said, and what, from the context, is clearly the main part of 
what I meant, is simply that in short-period equilibrium expected 
future prices must be taken as equal to current prices, so that 
there can be no divergence between real and money rates of 


1 General Theory, p. 137, note. 
2 Economic JouRNAL, December 1941, p. 461, note. 
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interest. I do not think we can make it a condition of short- 
period equilibrium that the future, say, annual marginal return 
in product to any given quantity of equipment is expected to be 
the same as the marginal current return. That would rule out of 
our purview altogether the sorts of shift in demand for labour for 
investment that are in actual life the most important of all. But 
if we do not impose this condition, while the expectations of future 
return from any given quantity of equipment must plainly depend 
in some measure on expectations about the labour force that will 
be available to co-operate with equipment—a labour force of 
which now more, now less, is likely actually to be employed—it 
will not, as it seems to me, depend to any appreciable extent on 
the quantity of labour that is actually employed now. [If this is 
right, we might, indeed, properly put as a second variable in our 
function the quantity of labour available for employment. But 
this, from the standpoint of a short period, is obviously a constant, 
and so the inclusion of it would be otiose. We ought not then to 
put in the quantity of labour currently employed, but should, as I 
have done, make the function dependent on one variable: the 
rate of interest only. I confess, however, to having all along felt 
considerable hesitation about this. At one stage in writing my 
book I worked with the function of two variables that Mr. Kaldor 
advocates. I am not altogether happy about the matter now. 
There is a certain arbitrary element in one’s choice of models, and, 
as Marshall, I think, somewhere wrote, in attempting to use 
equilibrium analysis for short-period problems we are on very 
slippery ground. 


II 


Turn now to Mr. Kaldor’s second amendment, that concerning 
the rate or rates of interest. This amendment does not affect 
systems in which banking policy is supposed to be directed (i) to 
keeping money income constant or (ii) to keeping the price of con- 
sumption goods constant. But it does, of course, affect systems in 
which banking policy is what I have called “normal”’—namely, of 
such a sort that, other things being equal, a higher rate of interest 
evokes a larger money income. In my book I used the same rate 
of interest in the functions representing demand for and supply of 
labour for investment as in the money income function. About 
this Mr. Kaldor writes: “‘ For the demand function of investment 
—by which Professor Pigou means long-term investment, since 
investment in working capital is excluded from his model—un- 
doubtedly the long-term rate is relevant. As regards the savings 
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function [my supply function] there may be a margin of doubt; 
though it seems fairly certain that savers, in so far as they take 
the rate of interest into consideration at all, regard the long-term 
rate as relevant to their dispositions and not the short-term rate.”’ 4 
For the money-income function, on the other hand, Mr. Kaldor, 
claims, without arguing the matter, that the short-term rate is 
relevant. Moreover: “it is clear that the two rates can differ in 
equilibrium; and alternative positions of equilibrium can be 
characterised by differences in the relation of the two rates.” 
Hence, Mr. Kaldor concludes, we ought not to operate, as I do, 
with a single variable representing the rate of interest, but with 
two, r for the long rate in the functions describing the demand for 
and the supply of labour for investment, and p for the short rate 
in the function describing money income. 

Mr. Kaldor realises, of course, that, if this amendment is 
adopted, it will be necessary to introduce into my system of 
equations one extra equation to take care of the extra unknown. 
He proposes to meet this requirement by writing r = R (constant), 
that is to say, by regarding the long rate of interest as a constant 
relatively to any given state of short-period flow equilibrium. 
This procedure may be defended on either of two grounds. First, 
it may be argued that in equilibrium r must be equal to the 
marginal net product of the stock of capital, and that, since, from 
a short-period point of view, this is fixed, therefore, given the 
volume of labour at work, its marginal net product must be fixed 
also. The answer to this argument is, I think, clear. It is true 
that for long-period flow equilibrium the rate of interest must be 
equal to the marginal net product of the stock of capital. For 
short-period flow equilibrium, however, it depends on people’s 
expectations about what this product is going to be over a con- 
siderable series of years. In other words, it depends on the state 
of business expectations about future returns, and these are 

1 EconoMic JOURNAL, December 1941, p. 466. 


2 Economic JourNAL, December 1941, p. 467. On these matters the following 
correlation coefficients, calculated for me by Mr. Rothbarth, are of interest: 


Correlation between (annual) change in the total wages bill and (annual) 


change in— 
(1) Theshort rate (2) The price of fixed 
of interest interest securities 
Period 1878-1894. . ; , . 0-56 0-07 
» 1896-1914 , R : ‘ 0-76 —0-56 
Correlation between (annual) change in total non-financial circulation 
and change in— 
(1) Theshort rate (2) The price of fixed 
of interest interest securities 
Period 1921-1937 . ° 0-39 —0-26 


» with 1931-1936 excluded . 0-59 —0-49 
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obviously not tied to the facts about current returns. Indeed, if 
they were, the distinction between long- and short-period flow 
equilibrium as a tool of analysis would be completely useless. 
Secondly, it may be argued that in actual life, apart from certain 
shifts of trend, the long rate of interest varies in such small 
measure that to treat it as constant over short periods is a legiti- 
mate approximation. Mr. Kalecki, for example, has computed 
the annual differences between the yield of consols and their 
nine-year moving average for the period 1832-1932, and has found 
that, except in the war, the early post-war period and the year 
1932, the deviation never exceeded 0-2 per cent. Clearly, how- 
ever, we are not justified in treating a variable as a constant for a 
reason of this kind. A baby remains a baby, and must not be 
murdered, even though it is only a little one. The movements of 
the hour-hand of a clock are very small compared with the move- 
ments of the pendulum, but a mathematical description of what a 
clock does, which treated the position of the hour-hand as con- 
stant, would, nevertheless, be highly misleading. Neither of 
these two arguments in defence of the new equation, r = R, seems, 
therefore, to be satisfactory. Nor, to my mind, can any of the 
alternative forms for this equation which Mr. Kaldor suggests in a 
footnote 2 be successfully defended. If we must not operate with 
a representative single rate of interest, some better way than this 
out of our difficulties must be found. 

But that is a side-issue. Mr. Kaldor’s view that to operate 
with a representative single rate of interest is illegitimate cannot 
be refuted by showing that the way in which he proposes to operate 
with two is unsatisfactory. The direct issue remains. If, as 
between positions of short-period flow equilibrium, the long and 
the short rates of interest (however these rates are defined) can be 
presumed to move in close sympathy with one another, no matter 
what the comparative sizes of their respective movements may 
be, it is legitimate to operate with a single rate of interest repre- 
sentative of both; if they cannot be presumed to move in close 
sympathy, this is not legitimate. There is thus a clear issue: is 
this presumption warranted or not ? 

The natural way in which to approach this question is by an 
appeal to history. How have the movements of the short and 
long rates of interest in this country—there is no call to go further 
afield—in fact, been related to one another? Mr. Keynes, in his 
Treatise on Money, found a fairly close correspondence between 


1 Essays in the Theory of Ec ic Fluctuations, p. 113. 
2 Economic JouRNAL, December 1941, p. 467, n. 
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movements in the Bank rate of discount for bills and movements 
in the yield of consols for the years 1919-29, the fluctuations in 
the Bank rate being roughly four times as wide as those in the 
yield of consols.1 But this period, or, at all events, the first half 
of it, was out of the ordinary. On the general question of the 
relation between short and long rates of interest there has been a 
good deal of rather inconclusive discussion.2? In the hope of 
obtaining further light on it, I asked Mr. Rothbarth to work out 
correlation coefficients (annual) between changes in the short- 
term rate as represented by good three-months’ bankers’ bills and 
the long-term rate as represented by (a) the yield of consols, and 
(b) the yield of selected fixed interest securities (mainly bonds of 
railways and local authorities) as used in the London and Cam- 
bridge Economic Service Memoranda. He has obtained the 
following results for certain periods prior to the last war: 


(1) Change in price of consols and change in short-term rate of interest— 


Correlation 
Period. Coefficient 
1845-1866 ‘ i F - ‘ ‘ —0-66 
1867-1894 : = . . m —0-01 
1895-1914 ‘ ‘ ‘ ra ‘ ‘ —0-29 

(2) Change in price of fixed interest securities and in short-term rate of 
interest— 

Correlation 
Period. Coefficient. 
1867-1894 ‘ 4 ; 3 —0-28 
1895-1914 . 3 " ‘ ¢ . —0-43 


These figures warrant us in holding, in a general way, that, at all 
events in the first and third of Mr. Rothbarth’s periods, there was 
some degree of correlation between movements in short and long 
rates of interest; but it was not impressively high. 

That there must be some degree of correlation is plain a priori. 
As Marshall writes: “It is obvious that the mean rate of discount 
must be much under the influence of the mean rate of interest for 
long loans.” * But the smallness of the coefficients actually 
found is not in any way surprising. For, if we start with a situa- 
tion in which the two rates are equal and the short rate rises by a 
given amount, the actuarially equivalent rise in the long rate 
depends, not simply on the size of the rise in the short rate, but 
also on the length of time for which it is expected that the higher 
short rate will be maintained. As expectations about the duration 
of the current short rate vary considerably from time to time, a 
given movement in that rate is likely to be associated at different 


1 Loc. cit., Vol. II, p. 355. 
2 Compare D. H. Robertson, Essays in Monetary Theory, Essay I, Section 4. 
3 Money, Credit and Commerce, p. 255. 
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times with different movements in the long rate, and there is no 
reason to anticipate any close correspondence between levels» 
and expectations of duration of the short rate. Moreover, on 
occasions—for example, in a period of panic—the rate of discount 
will be very high, because many people are in urgent need of 
money; but at the same time, confidence in the prospects of 
industry being low, they may be keen to retain such things as 
consols; so that the price of these is kept high and the yield 
low. Thus the recorded fact that the correlations are low fits in 
with what it would be reasonable to expect.! 

In actual life, as between one date and another, all this is true 
and, indeed, obvious. What we are here concerned with, how- 
ever, are not the relative movements of short and long rates of 
interest between one date and another in actual life, but the 


1 To ask whether the short and long rates of interest move in sympathy is, of 
course, quite a different thing from asking what the relation is between the sizes 
of their respective movements. When disturbing influences operate from the 
discount end it is easy to see that the reaction on long-term interest must be 
small. For substantial shifts in the discount rate are seldom expected to maintain 
themselves for more than a short time, and the actuarial equivalent to a drop in 
discount from 5 per cent. to 2 per cent. expected to last for one year is a drop 
from 5 per cent. to 4-85 per cent. in the yield of consols; while, correspondingly, a 
rise in discount from 5 per cent. to 10 per cent. expected to last for one year should 
involve a rise in the yield of consols to 5-24 per cent. (Compare my Industrial 
Fluctuations, p. 276). When disturbances operate from the interest end via a 
shift in expectations about the profits to be got from long-term investment, one 
would expect prima facie that discount would move in the same degree as interest. 
But this prima facie view does not take account of the technique of the money 
market. Thus, when the prospects of long-term investment improve, business 
men are likely to ask for increased advances from their banks, and banks will, in 
consequence, restrict their loans to bill-brokers. Since bill-brokers’ demands in 
the short runs are bound to be inelastic, they will force up discount rates to a 
substantial extent, perhaps at the same time being driven themselves to borrow 
from the Bank of England. Thus the excess of long requirements is satisfied 
without any strain because money that would normally have been used for short 
requirements is made available to meet them; but the resources available for 
short requirements, being thereby contracted, strain is felt in the short market. 

This matter is relevant to the debate between those who assert and those who 
deny that, by manipulating the rate of discount, the banking system is in a posi- 
tion so far to influence the long rate as to modify markedly the volume of invest- 
ment in fixed capital and, through that, the state of employment. Mr. Hawtrey 
maintains, as against Mr. Keynes, that it can only influence the long rate to a 
very small extent and, therefore, that such influence as it exerts on employment 
must operate in the main, not via fixed capital but via working capital in the form 
of dealers’ stocks, the volume of which is sensitive to the short rate of interest. 
It may be objected to Mr. Hawtrey that for shifts in the long rate of interest to 
be small does not imply that their effect on the volume of new investment in 
fixed capital is small; it will not be small if the elasticity of the demand for new 
investment in fixed capital is large. In like manner, of course, a shift in the 
demand schedule, even if it is large and if the demand schedule is moderately 
elastic, will only entail a small shift in the rate of interest provided that the supply 
schedule is very elastic. With these issues, however, I am not here concerned. 
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relative movements of these rates as between different situations 
of short-period flow equilibrium. Since actual life does not display 
these situations, but, on the contrary, entails an ever-changing 
disequilibrium, it is evident that no statistical record can tell us 
what we want to know. When Mr. Kaldor writes “ it is clear that 

. alternative positions of equilibrium can be characterised by 
differences in the relation of the two rates,” he can only be speak- 
ing @ priori. But is there, in fact, @ priori ground for this view ? 
As between different periods of short-period flow equilibrium it 
is not easy to see why the different rates of interest should move 
otherwise than in step. For in such periods the case of discount 
standing at one rate now and being expected to stand at a different 
rate presently is ruled out; such discrepancies between expecta- 
tion and current fact would entail disequilibrium. We must sup- 
pose that the state of the money income function actually extant 
in any period of short-period flow equilibrium is expected to be 
maintained; just as, when we ask, as between two periods in 
short-period flow equilibrium, how a difference in money wage- 
rates will be related to a difference in the volume of employment, 
we must exclude a state of things in which money wage-rates are 
expected’ presently to be cut down or enhanced. Otherwise we 
are introducing new variables and positing a new and much more 
complex problem. More generally, we must conceive the states 
of short-period flow equilibrium that are being compared as 
similarly constituted in all respects save only those represented in 
our equations. There is thus nothing left as between short and 
long rates except, in Mr. Keynes’ phrase, “ the different lengths of 
time which elapse before the various prospective returns from the 
assets are realised.” I conclude, therefore, that, in spite of the 
slight interconnection in actual life of movements of the short 
and the long rate of interest, as between different states of short- 
period flow equilibrium these movements are intimately bound 
together, in such wise that either of the rates, or any other rate 
similarly bound to both of them, may legitimately be used to 
represent the rate of interest alike in respect of the demand for 
labour for investment, the supply of labour for investment and the 
money income function. It may perhaps be urged that, in making 
the concept of short-period flow equilibrium thus rigid, I am 
saving its life at the expense of emasculating it. Maybe. Attacks 
on complex economic problems by way of simplifying models are 
only worth while if they help indirectly towards a clearer insight 
into reality. Whether my models satisfy that condition it is not 
for the author to say. 
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Til 


In Mr. Kaldor’s review article there are, of course, many matters 
of interest besides the two that I have discussed. There are also 
a number of respects, not touched on by him, in which, I think, I 
could now improve my book. For example, for my own edification 
I have rewritten the chapter on Stability Conditions. But I 
cannot ask the Editor to allow me either to review my reviewer or, 
what would be worse, to review again my own book! Even in 
normal times that would not do. It would be still less fitting now. 


A. C. Pigou 


Mr. Kaldor writes with reference to Prof. Pigou’s comments :— 


(1) As regards making the marginal efficiency of capital vary 
with the level of employment, Prof. Pigou’s main argument appears 
to be that this would “ rule out the sort of shifts in the demand 
for investment that are in actual life the most important of all.” 
Thus, he emphasises the importance of these shifts, but prefers to 
treat them as due to independent changes in expectations, rather 
than a direct result of changes in the current level of profits. But 
to bring these shifts within the framework of the model, so far from 
being a drawback, is a distinct methodological advantage. 

(2) By suggesting that the long-term rate, at any given time, is 
determined by the “state of expectations,” I meant expectations 
concerning future interest rates, and not (as Prof. Pigou appears 
to think) concerning future profits. The latter assumption would, 
indeed, have made the argument completely circular. 

(3) His conclusion that in states of short-period equilibrium, 
as distinct from “actual life,’ short and long rates of interest 
“ must be intimately bound together,” appears to be based on the 
argument (p. 256) that differences in the two rates imply the expec- 
tation that future rates will be different from those ruling ; whereas 
in equilibrium, expected future prices must be identical with 
current prices. On p. 251, however, he was ready to allow that, 
in equilibrium, expected profits should differ from current profits. 

(4) Our differences may be summarised thus: Prof. Pigou’s 
model would be appropriate for a world where profit expectations 
were inelastic and interest expectations were elastic. My conten- 
tion is that in the real world profit expectations are elastic and 
interest expectations inelastic. 

The proper test for deciding whether short and long rates can 
differ in equilibrium or not, is not whether these differences are 
consistent with some purely formal criterion, such as the identity 


of current and expected future prices, but whether they are con- 
Nos. 206-7.—VOL. LI. s 
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sistent with a state of affairs where the level of employment has 
“no rapid tendency to alter.’’ Since the long rate adjusts itself 
to the short only very slowly, the answer seems to be in the affirma- 
tive. N. KALpor 





A THEory oF PROFITS 


I 

1. In this paper we attempt to investigate the determinants 
of profits in short and long periods. The short-period analysis 
will consist in relating the profits in a given short period to certain 
factors operating in the preceding periods. From this we shall 
pass to the examination of the level of the rate of profit in long 
periods, in particular in relation to the rate of interest. 

We abstract in our argument from the influence on profits of 
the balance of foreign trade and the Budget deficit (or surplus). 
We therefore assume a closed system and a balanced State 
Budget. It is consequently quite clear that our conclusions are by 
no means applicable to a war economy. Our aim is, on the 
contrary, to examine the problem of profits in a closed laissez-faire 
system. In concert with abstracting from the Budget deficit 
we also assume that no interest on National Debt is paid. 

By gross profits we shall mean depreciation and net undis- 
tributed profits, dividends, interest, rent and also managerial 
salaries, all after payment of direct taxes.1 The receivers of this 
type of income we call capitalists. The rest of incomes are wages 
(also taken net of direct taxes) and doles. The saving out of these 
incomes is assumed to be small, and is neglected for the sake of 
simplicity—i.e., equated to nought. 

2. We shall now establish the fundamental equation between 
profits on the one hand and capitalists’ consumption and private 
investment on the other. We must, however, first define certain 
concepts. By gross investment we shall mean the value of all 
sales of newly produced fixed capital equipment + increase in 
working capital and stocks; and by gross national income the 
sum of total personal consumption? and gross investment. 
We shall distinguish private and Government investment 
(armaments, Government buildings, etc.). The gross national 
income so defined is, as may easily be seen, also equal to profits 
gross of depreciation and net of direct taxes +- wages (also 
net of taxes) and doles, + Government investment. For the 

1 However, taxes accruing but not yet paid—i.e., increase in tax reserves 


are included in profits. 
2 Exclusive of that of Government services. 
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proceeds of sales of consumption and investment goods! will 
be received by capitalists and workers employed by them, or 
passed by means of indirect and direct taxes to the Government, 
which will, in turn, spend the revenue either on wages of 
Government-employed workers and doles or Government invest- 
ment. We thus have the following “ balance sheet ” of national 
income and expenditure : 


Gross profits (gross of depreciation Total gross investment 
but net of direct taxes) Capitalists’ consumption 
Wages and doles (net of direct taxes) Workers’ consumption 


Gross Government investment 








Gross national income Gross national income. 


Now, since wages and doles are, as assumed above, fully spent 
on consumption, and total gross investment — gross Government 
investment = gross private investment, it follows directly that : 


Gross profits = Gross private investment + Capitalists’ con- 
sumption. (1) 

What is the proper meaning of this equation? Does it mean 
that profits in a certain period determine capitalists’ consumption 
and investment, or the other way round? The answer to this 
question depends on which of these quantities is directly subject 
to the decisions of capitalists. Now, it is clear that they may 
decide to consume and to invest more in a certain short period 
than in the preceding period, but they cannot decide to earn 
more. It is therefore their investment and consumption decisions 
which determine profits, and not the other way round. 

If the period which we consider is short, we may say that 
capitalists’ investment and consumption are determined by 
decisions formed in the past. For the execution of investment 
orders takes a certain time, and as to the capitalists’ consumption, 
it is only with a certain delay that the capitalists’ standard of 
living reacts to the change of factors which influence it. 

If capitalists decided always to consume and to invest in a 
given period what they have earned in the preceding period, the 
profits in the given period would be equal to those in the preceding 
one. In such case they would remain stationary, and the problem 
of how to read the above equations would lose its importance. 
But such is not the case. Although profits in the preceding 
periods are one of the important determinants of capitalists’ 
consumption and investment, capitalists in general do not decide 
to consume and invest in a given month what they have earned 


1 The latter inclusive of the increase in working capital and stocks. When 
this type of investment does not actually involve a sale, it may be considered as a 
firm’s sale to iteelf. 
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in the preceding one. This explains why profits are not stationary, 
but fluctuate in time. 

3. The above argument requires a certain qualification. 
The past investment decisions may not fully determine the volume 
of investment in a given period, owing to unexpected accumulation 
or running down of stocks. The importance of this factor seems, 
however, to have been frequently exaggerated. It has rather 
the character of friction, and the primary determinant of profits 
in a short period remains the past decisions of capitalists as to 
their consumption and investment. 

A second qualification arises out of the fact that these decisions 
will usually be in real terms, and in the meantime prices may 
change. For instance, a piece of ordered capital equipment may 
cost more than at the period when the order was given. To get 
over this difficulty it will be convenient to deflate both sides of 
the equation by appropriate price indices. We thus obtain an 
equation between real gross profits and real capitalists’ consump- 
tion + real gross private investment. 

We may now conclude that the real gross profits in a given 
short period are determined by decisions of capitalists as to their 
consumption and investment formed in the past, subject to the 
correction for the unexpected changes in the volume of stocks. 

There arises here the problem what will be the place of the 
factors determining the distribution of the national income in this 
theory. Since profits in a given short period are determined 
by capitalists’ decisions as to their consumption and investment 
formed in the past, the factors determining the distribution of 
income will affect not real profits but the real wage bill, and con- 
sequently the national output. If, for instance, the degree of 
monopoly increases, and, as a result, so does the ratio of profits 
to wages, real profits do not change, but the real wage bill falls, 
first because of the fall in real wage rate, and secondly because of 
the consequent reduction in demand for wage goods, and thus 
of output and employment in the wage-good industries. Profits 
per unit of output increase, but the national output falls just so 
much that, as a result, the real total profits remain thesame. How- 
ever great the margin of profit on a unit of output, the capitalists 
cannot make more in total profits than they consume and invest 
(inclusive of accumulation of unsold goods).* 

1 The theory of profits presented here is closely allied to Mr. Keynes’ theory 
of saving and investment. It has been, however, developed independently of 
Mr. Keynes in my “ Essai d’une théorie du mouvement cyclique des affaires,” 


Revue d’économie politique, Mars—Avril 1935 and ‘‘ A Macrodynamic Theory of 
Business Cycles,’ Econometrica, July 1935. 
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4. The above analysis obviously cannot answer the question 
why the rate of profit taken as average for longer periods is 
higher than the rate of interest. It only relates profits in a given 
short period to capitalists’ consumption and investment in 
this period determined by factors which operated in the preceding 
periods. To say something about the actual level of profits it is 
necessary to apply a different type of analysis. 


II 


1. The long-run analysis is often conducted under assumption 
of long-run equilibrium sensu stricto (i.e., in the sense that the 
system is at rest). This is entirely unjustified, because we know 
that apart from cyclical fluctuations the economic system is 
subject to a complex process of long-run development. We shall 
therefore approach the problem from a different angle: we shall 
simply consider connections between averages of variables in a 
period extending over a full business cycle and chosen so that 
its beginning and end are positions half-way between boom and 
slump. 

We shall assume that the average change of any variable per 
year of our period is small as compared with the average of this 
variable over this period. That means that ifthe period considered 





consists of years 1, 2, 3, . . . m, and is preceded by a year oa, 
we assume for any variable X that = is small as compared 
Xi + Xs + Xs --- KX» nis condition is likely to be 


with - 
fulfilled in reality, since our period covers a full cycle and the 
economic development after elimination of the trade cycle is 
usually “ slow.” 

The assumption of the “slowness” of long-run economic 
development is of great significance for the long-period analysis. 
Indeed, when short periods are considered, any relation between 
two variables involves time lags. For instance, investment at a 
given moment is a function of factors which operated some time 
ago. Now, if these time lags are short—say, not greater than of an 
order of a year—they may be disregarded in our long-period 
analysis. For, since maze 
Zx,+X%,...zX 


n 


is small as compared with 





", the latter differs little from 


X,+X,+ ... Xe. 
n ? 
thus, when the influence of X upon the situation in a given long 
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period is examined, we shall make only a small error taking 
into consideration the former instead of the latter. 

2. In every year of our period gross profit is equal to capitalists’ 
consumption + private gross investment. For the sake of 
brevity we shall use below “ investment ”’ for private investment. 
Thus the average gross profit is equal to the average capitalists’ 
consumption -+- average gross investment. If we deduct from 
both sides of this equation the average maintenance and de- 
preciation, we find that the average net profit P is equal to the 
average capitalists’ consumption C + the average net in- 


vestment I: | 
 s) aa 


where C and I are understood here to be expressed in real terms— 
namely, calculated at prices prevailing at the beginning of the 
period considered, and also P is the average “ real ” profit. 

We may make the following plausible assumption about the 
“real ” capitalists’ consumption C, in a given year : that it consists 
of a stable part A and a part proportionate to the real profit 
P, _ 4 of some time ago :! 


a 


6 indicates thus the delay of the reaction of capitalists’ consumption 
to the change in their current income ; it is probably of an order of 
a year or less. A is positive and <1.? Finally, A is the result 
of habits acquired by capitalists as a result of past long-run 
development. It changes, therefore, slowly in time, also in 
the period considered, but the time lags involved are very long, 
and therefore we shall assume A in the period considered (which, 
covering a full cycle, is about 10 years long) to be determined 
by factors which operated prior to it. We take now the average 
of both sides of our equation (3) over our period. Since the time 
lag 6 is relatively short, it may be neglected according to the 
argument of the preceding paragraph. We thus obtain : 


CeA4+M..2.6 i ss + @ 
and from this equation and equation (2) it follows : 

5 A+lI 4 

y= yee . . . . . . (5) 


1 We neglect the influence of the rate of interest upon capitalists’ consumption 
as not very important. 

2 A tentative estimate of A for the U.S.A. in the period 1925-35 suggests 
that it was <0-33. (Undistributed profits were, of course, included in capitalists’ 
incomes.) . 
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where A depends on the, development preceding the period con- 
sidered. 

3. In order to obtain a formula for the average rate of profit 
in our period, we shall now consider the average volume of total 
capital in this period. Let K, be the value of total capital 
equipment at current prices of investment goods at the beginning 
of this period. Since I is the average net “real” investment 
in our period at prices prevailing at the beginning of our period, 
the “‘real”’ capital at the end of the period is K, + nl, where 
n is length of the period. 

Now, the deviations of the annual rate of investment from 
the average annual rate of investment I throughout the period 
may be assumed small as compared with the initial volume of 
capital equipment K,. It may be shown that if this is the case 
then with n = 10 years the average volume of capital K will 
differ little from the average of its volume at the beginning and 
at the end of the period. We have thus as a good approximation 


BemEi+st. sw cw @ 


nls 


4. We shall now obtain a formula for the average rate of 
profit in our period which we may determine as the ratio of average 
money profit to average money value of capital at current prices. 
Thus, before dividing P by K, which are “ real ”’ values calculated 
at prices at the beginning of the period, they should be multiplied 
by appropriate price indices. It is, however, easy to see that this 
correction will be important only if the average of the price 
index of consumption goods related to the beginning of the period 
as basis differs from that of investment goods considerably. 
Since, however, the beginning of the period has been chosen in 
such a way that it represents a half-way position between boom 


and slump, this is unlikely to be the case, and therefore x may 


1 It must be noticed that equation (3), and consequently equations (4) 
and (5), cease to be plausible in the case where taxation is heavy, and its system 
is such that the tax on profits increases much quicker than profits. (For instance, 
Excess Profits Tax.) For although profits P,;_9 are net of taxes paid, they 
include taxes accruing but not yet paid—.e., the increase in tax reserves; and 
if this part of profits is considerable it may affect capitalists’ consumption 
decisions. Now, as long as the tax is on a proportionate basis, our formula, 
it may be shown, still holds good approximately, although A and @ will have then 
&@ more complex meaning. However, if taxation is strongly disproportionate, 
the formula becomes invalid. 
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be taken as a first approximation to the average rate of profit p 
in our period. We thus obtain : 





ee ee 
K,+5 I 
A Ries , 
If we denote K, by a, and K by 7, we have after simple transforma- 
tions : ’ 
2 a+i 


p= ~ st. (7a) 
n(1 — ME 46 


Since both A—the average of the stable part of capitalists’ 
consumption—and K,—the value of capital at the beginning of 
the period—are fully determined by development prior to this 


period, a = 2 may be considered given. Thus the average rate 


K, 

of profit p is represented as a function of i—i.e., of the ratio of 
average investment I to the initial value of capital K,.1 

It is tempting to try to express ¢ as a function of the average 
rate of profit and the rate of interest in the period considered, 
and in this way determine p as a function of the rate of interest 
only. But, although the average rate of profit and the rate of 
interest are doubtless important determinants of the rate of 
investment, the actual causation of the latter is of much too com- 
plex character to be pressed into such a formula. We therefore 
shall not take this course, but only try to get the best out of the 
discussion of equation (7a). 


Tit 


1. It may be seen directly from the formula (7a) that if 
a >= the average rate of profit p > heey . Since n is about 
10 years, it follows at once that the rate of profit is greater than 
20 per cent. 

In this case the fact that the rate of profit is higher than the 
rate of interest would be very simply explained. The rate of 
profit, whatever the rate of investment, is above a certain level. 
The rate of interest as determined by the demand for cash 
(dependent chiefly on the volume of transactions) and supply 

1 It may seem from equation (7) that p falls when the length of the full 
cycle n increases. But it must not be forgotten that, since A, the stable part 
of capitalists’ consumption, changes within this period, its average A depends 
on its length. Therefore p may not be affected by the change in n. 
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of it by banks ! is below this limit. The latter is subject to the 
qualification that no ‘“‘ over full employment” is then involved ; 
for in such a state the increasing volume of transactions and 
thus the demand for cash may drive the rate of interest to a very 
high level. It is unlikely, however, that it should reach the level 
of the rate of profit because this would imply a very low rate of 
investment and thus most probably a low level of employment. 


We shall now consider the case of a < =. 


2. In this case the average rate of profit p < aaa It is 


also easy to see that it is an increasing function of 7. For if i 
increases by a certain amount, the numerator of the fraction 
a+i 
rr 
. 

nominator. 

It follows directly that to obtain the lower limit of the rate 
of profit we must substitute into the formula (7a) the lowest 
level to which i may fall. Now, 7 is the ratio of the average net 
investment in our period to the value of capital at its beginning. 
If investment activity is at a complete standstill (except for 
necessary repairs) 1 = —d, where d is depreciation in percent. 
of total capital, say 3 per cent. But actually under the influence 
of technical progress some innovations are always carried out, 
and thus i,;,. > —d, it is, say, — 2 per cent. We thus obtain 
the lowest limit for the rate of profit : 





increases if a <= in a higher proportion than the de- 





2 a + inin. 
P > Pmin. = a a 
eae + tnin. 


Let us assume now for the moment that the short-term rate 
of interest, and in consequence also the long-term rate of interest, 
is kept by banking policy at a certain definite level r. The 
condition for the rate of profit, being always higher than the rate 
of interest, is then : 


n 


2 a+ bn, 
(I 2 a + tmin. 





me ic cee ew ove & 


1 The demand for and supply of cash for transactions determine actually 
the short-term rate. (See, e.g., M. Kalecki, ‘‘ The Short Term Rate of Interest 
and the Velocity of Cash Circulation,” Review of Economic Statistics, May 1941.) 
However, the long-term rate is determined by expected short-term rates and by 
certain risk factors. (See, e.g., J. R. Hicks, Value and Capital, p. 147; M. 
Kalecki, “‘ The Long-Term Rate and the Short-Term Rate,’ Oxford Economic 
Papers, No. 4.) 
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From this inequality may be obtained the level above which a 
must be in order that the rate of profit shall always be higher than 
the rate of interest. If, for instance, A = 0-30, n = 10, inin. = 
— 0-02 and r = 0-04, we obtain from (9) a >4-5 per cent. Thus 
if a is higher than 4-5 per cent., the average rate of profit is always 
higher than the long-term rate of interest, which is kept at the 
level of 4 per cent. Of course even if a = 4-5 per cent., but 
i> inin., the rate of profit is higher than the rate of interest. 
However, when i = i,,,., the rate of profit falls to the level of the 
rate of interest. And once it has happened in a certain period, 
it is by no means certain that the system will automatically 
“ extricate ”’ itself from this tangle. 

Indeed, let us assume that in one of our full-cycle periods 
P =Pmin. = 7. Do developments in this period prepare the 
ground for a higher rate of profit in the next full-cycle period ? 
Certainly i which = i,,;,. in the period considered is negative, 
therefore the capital K, at the beginning of the next period will 
be smaller. And this will tend to increase a of the next period, 
which is the ratio of the average of the stable part of capitalists’ 
consumption A to the capital K, at the beginning of the period. 
However, dis-saving which takes place in the period considered 
will certainly tend to depress the stable part of capitalists’ con- 
sumption in the next period: the less wealthy the capitalists 
feel the less is the amount they are apt to consume irrespective 
of their current income. Also the persistence of a very low 
capitalists’ income in the period considered will tend to press 
down the capitalists’ customary standard of living, and this will 
be reflected in the fall in the stable part of their consumption in 
the next period. 

Thus not only will K, at the beginning of the next period be 
smaller, but so also is likely to be A in that period. It is thus 
not at all certain that a = - will increase. And if it remains at 

oO 
the same level as in the period considered, nothing has happened 
to push upwards the rate of profit, which may thus continue to be 
equal to the rate of interest. 

3. So far we have assumed that the rate of interest is given. 
If, however, investment activity falls—as was assumed in the last 
section—to its minimum level, total output and employment 
must shrink considerably; the demand for cash for transactions 
is greatly reduced, and, as a result, the short-term rate of interest 
tends to fall, and is followed by the long-term rate. However, 
the short-term rate cannot fall below zero, and the long-term 
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rate, because of the risk involved in the fluctuations of the price 
of bonds (as shown by experience), hardly much below 2:5 per cent. 
Thus, if a is sufficiently low, the fall of the rate of interest cannot 
prevent the possibility of the rate of profit reaching the level of the 
rate of interest. Indeed, there is always such a value of a at 
which the lower limit of the rate of profit pj. is equal to the 
lower level of the rate of interest 7,,;,.. 

4. In the light of the above argument, the fact that the 
average rate of profit over longer periods exceeds the rate of 
interest is not an economic law, but only a feature of a capitalist 
economy of a particular structure. If in the course of economic 
development a falls to a “critical” level which equates the 
minimum rate of profit prin. to the minimum long-term rate of 
interest 7pin,, there appears a possibility of the rate of profit 
being equal to the rate of interest in long periods.! 

An important characteristic of an economy with a at the 
“critical” level or not much above it, is that it may be easily 
subject to “ chronic crisis.”’ As long as a is high enough to secure 
a sufficiently large excess of Pin. OVET Tpin., INVestment activity is 
unlikely to be at a very low level. Indeed, suppose that 7 were in 
a full-cycle period at its minimum level i,,;,.. This would establish 
a rate of profit pyin.. But if ppji,. exceeds sufficiently the long- 
term rate of interest it is unlikely that investment will be at its 
minimum level or even close to it. 

However, if Prin. = ‘min. OF even exceeds it, but not con- 
siderably, a very low level of i is feasible and with it a severe 
depression of output and employment in the full cycle period 
concerned. And, as shown in the preceding paragraph, there is 
no certainty that the system will automatically come out of 
such a crisis in the next full-cycle period. An economy of this 
type may be prosperous over a long period (if i is high); but the 
threat of “ chronic depression ”’ is never lifted. 


Oxford. 


M. KaALeckti 





CURRENT Topics 


The following has been received from Sir William Beveridge, 
President of the Royal Economic Society :— 

“T know that all Fellows of the Royal Economic Society will 
wish me to offer to Mr. Keynes their hearty congratulations on 
his elevation to the Peerage. This is an honour not only to 
Keynes himself, but also to the science of economics which he so 


1 Pmin. May fall also because of a fall in A. 
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admirably impersonates. In the last war and its aftermath he 
occupied a central position, first as adviser and then as critic of 
national economic policies. In this war he has helped to bring 
about a major reform in our budgetary methods. For peace, 
besides countless other contributions to economic thought, he has 
given us hope that we may find a way to defeat unemployment. 

‘** These, and many other less strictly economic activities, might 
have been enough to kill any ordinary man. Keynes has found 
time as well in his busy life to serve the Royal Economic Society 
for thirty of the fifty years of its existence as Editor of the Econo- 
MIC JOURNAL, and for many years also as Secretary of the Society. 
The Society’s debt to him is too great to be measured. He has 
forced us all to revise our ideas of monetary theory; we look 
forward to discovering whether he will drive us to revise equally 
our ideas of the place of the House of Lords in the British Con- 
stitution. 

“What Keynes has accomplished is only in accord with the 
impression that he must have made on every one of us at some 
time or other when we met him in discussion with others. How- 
ever many and distinguished the company, Keynes’ contribution 
was certain to be the most memorable and most stimulating; 
Keynes’ mind would show itself different in quality from any of 
our minds, stronger and finer, more courageous and more varied, 
with perfect mastery over itself and over its instrument of speech. 

“Tt is only necessary to add that 112 years ago another peer in 
the making, Tennyson, said nearly all that we think about the 
new peer in a sonnet addressed ‘To J. M. K.’ (whom Tennyson 
believed to be his College friend, John Mitchell Kemble) :— 


‘To J. M.K. 


‘ My hope and heart is with thee—thou wilt be 
A latter Luther, and a soldier-priest 
To scare church-harpies from the Master’s feast ; 
Our dusted velvets have much need of thee : 
Thou art no sabbath-drawler of old saws, 
Distilled from some worm-canker’d homily ; 
But spurred at heart with fieriest energy 
To embattail and to wall about thy cause 
With iron-worded proof, hating to hark 
The humming of the drowsy pulpit-drone 
Half God’s good sabbath, while the worn out clerk 
Brow-beats his desk below. Thou from a throne 
Mounted in heaven wilt shoot into the dark 
Arrows of lightning. I will stand and mark.’”’ 
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THe Annual General Meeting of the Society was held at 
Chatham House, St. James’s Square, by the courtesy of the Royal 
Institute of International Affairs, on Thursday, June 25, at 5 p.m. 
Sir William Beveridge, President of the Society, was in the Chair. 
Professor Bowley was elected a Vice-President of the Society. 
Mr. G. D. H. Cole, Mr. C. W. Guillebaud and Mrs. Joan Robinson 
were elected as new members of the Council. The Secretary 
presented his annual report, including the following information :— 





1941. 1940. 1939. 1938. 1936. 1934. 





New Fellows and Library Members 


elected 243 354 490 538 523 389 
Fellows lost by death, resignation or 
default 428 501 496 489 483 370 
Number of Fellows and Library Mem- 
bers on Dec 4,240 4,425 4,572 4,578 4,497 4,433 
= fscneh included in above 
tal 1,262 1,175 1,155 1,141 1,051 984 
m.. of Income over Expenditure, 
together — ae : from Com- 
pounders £1,041 £372 £329 £359 £846 £339 





1932. 1930. 1928. 1926. 1914. 





New Fellows and Library Members 





elected ‘ P n a : 429 756 479 334 50 
Fellows lost by death, resignation or 

default 378 214 171 115 33 
Number of Feliows and Library Mem- 

bers on Dec. 31 4,374 4,007 3,183 2,561 694 
Total Compounders included in above 

total 879 760 640 548 159 
Surplus | of Income over Expenditure, 
with r from Com- 

pounders ° ° " . R £791 £710 £754 | £1,133 £278 


























After the transaction of the formal business, Mr. Clay opened a 
discussion under the title “The Place of Exports in British 
Industry after the War,” which is printed above. The meeting 
was well attended by members of the Society, and Mr. Clay’s 
paper was followed by an excellent and instructive discussion, 
in which many members took part. 





Professor Robbins, Professor Hicks and Mr. J. L. B. Ham- 
mond were elected Fellows of the British Academy at the 
Annual General Meeting of 1942. The Economic Section of the 
Academy before the recent elections consisted of the following 
members :— 


Professor C. F. Bastable. Lord Keynes. 

Sir William Beveridge. Professor A. C. Pigou. 
Professor A. L. Bowley. Professor D. H. Robertson. 
Professor J. H. Clapham. Professor R. H. Tawney. 
Professor G. N. Clark. Mrs. Sidney Webb. 


Mr. R. G. Hawtrey. 
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The Garton Foundation. In 1929 the first Studentship in the 
Social Sciences founded by Sir Richard Garton was awarded by 
the Trustees of the Garton Foundation to Mr. H. E. Batson of 
the London School of Economics. Subsequent students have 
been Mr. R. F. Kahn and Mr. V. K. R. V. Rao, both of Cambridge, 
Mr. Harold Barger of University College, London, and Mr. John 
Howard of Magdalen College, Oxford. At a recent meeting of 
the Trustees, presided over by Earl Baldwin of Bewdley, it was 
resolved to terminate the Foundation and to transfer its funds 
to the National Institute of Economic and Social Research for 
the purpose of providing Garton Research Scholarships in the 
Economic and Social Sciences under the auspices of the Institute. 





Proressor G. C. ALLEN and Dr. E. F. PENROSE write in 
reference to Mr. Fay’s review in the April Economic Journal of a 
book to which they had contributed : 

“Though in general we deprecate reviews of reviews, we feel 
it necessary to call attention to misunderstandings on the part 
of the reviewer of Industrialisation of Japan and Manchukuo, 
Population, Raw Materials and Industry in your issue of April 
(pp. 88-91). 

“Your reviewer has apparently overlooked the categorical 
statement in the preface (p. vi), ‘ Each contributor is responsible 
for his or her own conclusions and for no others.’ He concludes 
that, ‘The moral of this book for the West is twofold: (1) 
Economic sanctions recoil on those who impose them long before 
they hurt those on whom they are imposed ; (2) Japan’s war effort 
is not dependent on anything which America and Europe supply.’ 
We contributed together 468 pages of the book, and not only are 
we in complete disagreement with these conclusions, but we 
believe them to be in conflict with the data presented in our 
sections of the book. 

** Your reviewer implies that all the authors are apologists for 
Japanese aggression. He says, ‘ None of the writers considers 
whether Japan herself has any duties to the population of Asia 
except to conquer them after what are called “ Incidents ” and 
to harness them to the yoke of her own industrial success.’ 

“We were asked to write on certain narrowly defined and 
highly technical subjects, and the absence of political analysis 
does not imply condonation of Japanese aggression. There are, 
nevertheless, many references to this aggression, and the steady 
development of an economy designed to sustain Japan in a major 
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war is traced (for example, pp. 92, 237, 246, Chap. XVIII, pp. 
689, 746-8, 773-6). The creation by Japan of a ‘ war-time 
economy ’ is mentioned specifically on p. 784. 

“We have both written a number of other works on Japan 
in which we have analysed the barbarous elements in Japanese 
political and social life, and there was little point in introducing 
into this technical economic and statistical study a detailed dis- 
cussion of topics (and an adequate treatment would have required 
much detail) which were not part of the study and which we had 
already covered. 

““ We consider, therefore, that there is no justification for the 
reviewer's implication that we have held lenient views of the 
course of Japanese aggression. Indeed, if the facts which are 
brought out in this work had received attention at the time when 
we wrote, then the under-estimation of Japan’s economic strength, 
which has proved to be so disastrous for our cause, might have 
been avoided.” 


Mr. Fay has replied : 

“T accept very willingly this rejoinder to my review, for it 
never occurred to me that I was impugning the personal attitude 
of individual contributors to Japanese aggression. I was giving 
merely the general impression left on me by the book as a whole, 
and what more can a reviewer in a brief review do? ” 





Tue London School of Economics will be filling during the 
course of October one or more Leverhulme Studentships and a 
Women’s Studentship, tenable at the School for two years subject 
to satisfactory progress. There are also a number of post-graduate 
bursaries which may be given to assist research work. Application 
should be made before September 12th to the Acting Secretary, 
London School of Economics, The Hostel, Peterhouse, Cambridge, 
from whom all particulars may be obtained. 





WE learn with great regret (as we go to press) of the death in 
Denmark on July 16th of Sir Alfred Flux, aged 75. An obituary 
notice will appear in the next issue of the JOURNAL. 
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International Labour Review. 

Marcu, 1942. Housing Policy in Wartime and Reconstruction: C. M. 
Wricut. The French Labour Charter. Recent Aspects of the Employ- 
ment of Women in Germany. Long-Term Unemployment in Great 
Britain ; the Work of the Review Panels. 

Aprit, 1942. Labour Redistribution for War Industry : P. WAELBROECK. 
Labour Redistribution in Germany. 

May, 1942. The Problems and Prospects of Social Security in Argentina : 
J.G. Gatt. The War and Merchant Seamen ; I. Juvenile Employment 
in Germany. Social Security in the United States 1940-41. 


The Canadian Journal of Economics and Political Science. 

FreBruary, 1942. Basic Problems of ithe Canadian Constitution : H. McD. 
Ciroxie. Early Theories of Parliamentarism: H. H. F. Eutav. An 
Introduction to Canadian Agricultural History: V. C. Fowkr. Con- 
sumer Rationing in Great Britain: J. H. Richarpson. 

May, 1942. American Economic Preparations for War, 1914-1917 and 
1939-1941 : C. W. Wricut. Power Aspects of the St. Lawrence Water- 
way: J.C. Bonsricut. Price Ceilings and International Trade Theory : 
G. A. Exxiotr. The Effects of the War on the Concept of National 
Interest: B.S. Kerrsteap. The Trend of Fertility in uy 2S Edward 
Island ; Entp CHARLES. 


The South African Journal «, Economics. 

DECEMBER, 1941. Southern Rhodesia Life Tables, No. 1 (European): 
J. R. H. SHaut. War Finance and the South African War Budgets, 
1940-1941: R. J. RanpauLt. American Government Finance, 1930- 
1940: M. C. Mitzs. Gold and Post-War Currency Standards: J. N. 
REEDMAN. War-Time Control of Prices in South Africa: R. H. Smrrx. 
An Enquiry into some Effects of a Wage Determination in Grahamstown : 
N. N. FRANKLIN and B.S. YaMeEy. 


The Indian Journal of Economics. 

Vout. XXII, No. 86. January, 1942. Conference Number. The 
Economics of Gokhale: P. 8. Lokanatuan. Ranade: D. G. Karve, 
J. Kettocu, B. Darra, Sm J. C. Coyaser, K. ANANTARAM. Co- 
operation: S. K. Ivenaar, A. I. QuREsHI, H. Guosn, D. H. Burani, 
R. BaLakrisuna, V. R. Privat, Sx. ATautian, 8. G. Bert, 8. Gopaas- 
wamy, S. P. Saxsena, P. N. Driver, V. L. Menta, S. Misra, B. G. 
Row, P. M. Triveni, S. 8. SanTHanaM, K. Cc. R. Krisunan, V. L. 
D'Souza. Indian Economic Thought: T. M. Josn1, D. H. Buran, 
R. MuKERJEE, M. C. Munsui, J. J. Angarnia, B. Trrumacacuar, H. 
VENKATASUBBIAH, K. H. Sen. Finance: P. S. Ramam, A. Rao, 

Nos. 206—-7.—VoL. LI. T 
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G. CHAND, B. V. NARAYANASWAMY Narpv, B. R. 8. Rao, C. D. Datery, 
D. P. Srivastava, T. S. Rao, M. H. Gopat, K. V. Rao, G. N. Krisx- 
NAMURTHY, A. P. SRINIVASAMURTHY. Economic Ideas behind the Per- 
manent Settlement : B. NATARAJAN. The Organisation of Rural Welfare : 
S. S. BHATHENA. 


The Quarterly Journal of Economics. 

Fresruary, 1942. The Operation and Regulation of Crude Oil and Gasoline 
Pipe Lines: R. A. Prewitt. Spatial Competition in a Discontinuous 
Market: G. AcktEy. After Unemployment Benefits are Exhausted : 
C. A. Myers, W. R. Mactavurgin. Profit Inflation and the Industrial 
Revolution, 1751-1800 : E. J. Hamiuton. A Contribution to the Non- 
Static Theory of Choice: G. TINTNER. 

May, 1942. Consumption in Germany during the Period of Rearmament : 
O. NatHAN. Relationship of the Cycle in Yields of Cotton and Apples 
to Solar and Sky Radiation: J. L. Futmer. Taxation and Economic 
Stability : D. W. GitBert. State Policy and the French Glass Industry 
1640-1789: W. C. Scovirte. The Adjudication of Collective Labor 
Disputes in Italy : J. C. ADAms. 


The Journal of Political Economy. 

DeEcEMBER, 1941. The Relation of Government to the Economy of the Future : 
J. M. Cuarx. The Réle of the Individual in the Economic World of the 
Future: F. H. Knicut. The Future Réle of Large-scale Enterprise: 
T. O. Ynrema. French Agriculture and the Industrial Crisis of 1788 : 
A.G. Punpt. J. Laurence Laughlin: W.C.MircHEetiL. Accessions to 
and Separations from the Labour Force: D. Carson. The Problem of 
Simplicity in the Enactment of Tax Legislation, 1920-40 : K. E. Poots. 

Fepsruary, 1942. ‘‘ Bargaining Power” and Market Structures: J. T. 
Duntor and B. Hieerss. The British White Paper on War Finance and 
National Income and Expenditure: S. E. Harris. Marginal Cost and 
Dynamic Equilibrium of the Firm : A.C. Neat. Modernized Cameralism 
in the Third Reich ; the case of the national industry group : R. A. Brapy. 
Divisions of Freight Rates and the Interterritorial Rate Problem: T. 
HULTGREN. Wages and Investment: A. SwExEzy. 

Aprit, 1942. Hansen on Fiscal Policy: H.C. Suuons. A Model of the 
Forty-Month or Trade Cycle: J. C. Hussarp. Distribution of the 
Earnings Bill among Industrial Workers in the Soviet Union ; March, 
1928 ; October, 1934: A. Bercson. Wage Reductions and Employment : 
R. B. Banes. The Structure of Interest Rates and the Keynesian Theory 
of Interest: D. W. LusHer. Dutch Foreign-Trade Policy and the Infant- 
Industry Argument for Protection : E. Scuirr. 


The Review of Economic Statistics. 

FEBRUARY, 1942. Does Consumption Lag Behind Incomes : J. TINBERGEN. 
Estimates of Savings of American Families: R. 8S. Tucker. Indexes 
of the Terms of Trade between Areas in the United States : W.C. Warts. 

May, 1942. Some Notes on Point Rationing: E. M. H. Luoyp. The 
Dynamics of Inflation : T. Koopmans. Housing Policy and the Building 
Cycle: L. GREBLER. War-Time Price Control and Price Movements in 
an Open Economy ; Australia, 1914-20 and 1939-40: E. R. WatKErR 
and R. J. Linrorp. 


The American Economic Review. 

Marcu, 1942. The Conditions of Expansion: 8S. H. Sticuter. Saving, 
Consumption and Investment, I: M. Ezexren. ‘‘ Permanent’ Techno- 
logical Unemployment: H. P. Netsser. Tax Shifting in the Market 
Period: E. D. Facan. Flexible Taxes to Combat Inflation: A. G. 
Hart. Fiscal Policy and National Income: C. O. Harpy. 

Supplement. Papers and Proceedings of the Fifty-fourth Annual Meeting 
Hi the American Economic Association. Economic Adjustments After 
Wars: J. M. Crarx, W. W. Rostow, C. O. Harpy. Problems of 
Taxation: 8. Kuznets, E. E. Oakes, J. K. Hatt. The Determinants of 
Investment Decisions : ELEANOR DULLEs, C. C. ABBoTT, N.S. BUCHANAN. 
Problems of International Economic Policy for the United States: R. B. 
Bryce, J. P. Youne, H.S. Exuis. The Changing Position of the Banking 
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System and its Implications for Monetary Policy : J. H. Wrti1aMs, N. H. 
JacoBy. The Determination of Wages: D. Yoprer, L. G. RryNoxps, 
J. T. Duntop. Economic Problems of American Cities: L. S. Lyon, 
F. L. Birp, E. M. Fisuer. Effects of the War and Defense Program 
upon Economic Conditions and Institutions: A. H. Hansen, G. TEr- 
BorGH, H. H. Vixtarp, J. 8. Davis, J. D. Sumner, C.Goopricu. J'rade 
Unions and the Law: C. D. Epwarps, E. E. Witte, J. P. TROxELL. 


Econometrica. 

Aprit, 1942. Underemployment Equilibrium in International Trade : 
L. A. Merziter. Distributed Lags: F. L. Aur. Critical Remarks on 
Some Business-Cycle Theories: J. TINBERGEN. Paradoxes in Taxing 
Savings: I. Fisher. Investment and the Valuation of Capital: M. D. 


ANDERSON. 
~ Social Research. 

FreBruary, 1942. War and the Scholar: A. Jounson. Subcontracting 
in German Defense Industries: H. BLock. Women’s Work in Russia’s 
Planned Economy: JupirH GRUNFELD. German Propaganda Instruc- 
tions of 1933: E. Kris. The Spirit of the Soldier and Nazi Militarism : 
A. Satomon. Magic and Law: G. Gurvrrcon. Will to Power: K. 
Rrezier. ‘Full Employment of Resources” and War Economy : A. FEILER. 

May, 1942. The Coming Organization for Peace: A. Jounson. Public 
Opinion and International Law: H. E. A. M. Roti. International 
Monetary Cooperation: A. Hatast. The Dow Theory of Stock Prices : 
H. 8. Bengamin. On the Intellectual Origin of National Socialism : 
C. Mayer. Elements of Truth in the Group-Mind Concept: C. Harrt- 
SHORNE. 

Journal of Farm Economics. 

Fesruary, 1942. Proceedings Number. Adapting Agricultural Programs 
for War Needs: 8S. E. Jounson. Agricultural Programs for the Post- 
War Period: E. C. Youne and J. C. Borrum. Canada-United States 
Trade Relationships : D. A. Sketton. Latin American Aspects of Post- 
War Agricultural Readjustments: F. A. Linvitte. Transitions to the 
Post-War Agricultural Economy: J. D. Buack. Private Enterprise and 
Conservation: 8. v. Crrtacy-Wantrup. Public Policy and Action for 
Conservation: A.C. Buncr. Society and Conservation : C. H. HAMMAR. 
Problems in Physical Evaluation of Soil Conservation Benefits: G. W. 
Cottier. Needed Developments in the Evaluation of Soil Conservation 
Benefits: N. W.Jounson. Behavior of Prices of Farm Products during 
World Wars I and II: J. M. Trntgy. The Land Market and Farm 
Mortgage Debts, 1917-1921: L. J. Norton. Agricultural Labor in the 
First World War: H. Scowartz. Nutritional Science and Agricultural 
Policy: M. L. Witson. Toward a More Adequate Approach to the Farm 
Tenure Program: K. Branpt. The Content of Land Economics and 
Research Methods Adapted to its Needs: L. A. Satter. Recent Regional 
Changes in Farming and Probable Future Trends : R. L. MicuHett, C. W. 
CrIcKMAN, H. L. Stewart and K. L. Bachman. Agricultural Workers 
and Social Insurance: J.L.Corson. Hired Farm Labor under Minimum 
Wage and Maximum Hours Regulation: E. L. Warren. Important 
Considerations in Determining a Fair Price for Fluid Milk : A. MaciEop. 
The Effect of Milk Conirol Programs on Cooperatives : C. G. McBRIDE. 
Some Economic Problems Encountered in Milk Control Administration : 
N. J. Cuapakis and A. J. Pottarp. Milk Control in Canada: J. P. 
NADEAU. 


May, 1942. Legislative and Administrative Reasoning in Economics: J. R. 


Commons. Forty years of Farm Management Research: J. A. HopGss. 
Proposal for Revision of Agricultural Statistics: N. Jasny. The Scale 
of Operations in Agriculture: R. W. Rupp and D. L. Macrartane. 
The Disposal of Agricultural Surpluses : J. B. CONDLIFFE. Obstacles to 
Agricultural Production Expansion: R. ScHICKELE. Schisms in Agri- 
cultural Policy : M. Ezexiet, M. R. Benepict and J. B. CANNING. 


Wheat Studies (Stanford, California). 


Vou. XVIII, No. 3. Novemper, 1941. Why Enrichment of Flour ?: 


Atonzo E. Taytor. ‘‘ Enrichment ”’ of flour is a new expression—due 
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to discussions by specialists of ways and means whereby valuable com- 
ponents of natural foodstuffs might be preserved from destruction 
during processing or in preparation for the table. Recent years have 
taught us that loss of vitamins may occur all the way from harvesting to 
the table, and, more or less, in all foodstuffs. This issue of Wheat 
Studies is devoted to a discussion of the background of the problem of 
enrichment or fortification of foods with vitamins and minerals, and the 
reasons which have prompted the government of the United States to 
take a formal step in enrichment of wheat flour by permitting the 
addition of specified amounts of thiamin, nicotinic acid, riboflavin, and 
iron. 

Vout. XVIII, No. 4. Decremper, 1941. The World Wheat Situation, 
1949-41: Heten C. FarnswortH. War influenced every phase of the 
wheat situation in 1940-41, resulting in an artificial shortage of wheat 
in Continental Europe and the restriction of wheat exports. *It stimu- 
lated many governments to assume full or partial control over wheat 
supplies, distribution and prices. European neutrals had limited access 
to overseas grain, but their imports were restricted by scarcity of ship- 
ping space as well as by Britain’s tightened naval blockade. Con- 
sequently bread-grain supplies of Continental Europe were distinctly 
short, and hunger was widespread and intense in certain countries. In 
contrast, British imports of wheat were heavy—adequate not only for 
unrestricted consumption but to add to the country’s reserves. The 
overseas exporting countries continued to struggle with the problem of 
surplus wheat stocks. Australia alone was little troubled, since she had 
suffered a virtual crop failure in 1940. At the end of the crop year, 
exporters’ stocks of old-crop wheat were larger than ever before ; though 
normally these stocks would be a burden, with the recent extension of 
the war to the United States, they may eventually prove an asset to the 
Allied cause. 


Vou. XVIII, No. 5. World Wheat Survey and Outlook January 1942: 


HELEN C. FarnswortsH and B. M. Jensen. The abnormal distribution 
of supplies owing to the war resulted in storage congestion and other 
problems of surplus in the four exporting countries and an increasingly 
serious bread position in Continental Europe. Oriental imports, already 
reduced, ceased on the outbreak of war in the Pacific. Within Conti- 
nental Europe ex-Russia, there has been wide variation in the bread and 
general food positions of the different countries. Only Switzerland and 
Portugal have continued to sell bread without ration cards. In both 
exporting and importing countries wheat prices have recently been either 
fully controlled or heavily influenced by government regulations. Prices 
of wheat in domestic currencies have generally been higher this year 
than last, but in many countries the purchasing power of wheat over 
other commodities has fallen. 


Vou. XVIII, No. 6. Federal Crop Insurance in Operation : J. C. CLENDE- 


NIN. Three years of federal all-risk wheat crop insurance have demon- 
strated the attractiveness of such insurance to all types of landowners or 
tenants. At present it is less widely utilized in hazardous areas, where 
premium rates are high, than in low-risk areas. General participation 
would add much to the economic stability of many individuals and com- 
munities, but the present volume of participation is inadequate to 
accomplish these ends on a wide scale. Actuarial data and certain 
operating procedures are not yet in good order, and loss indemnities have 
each year greatly exceeded premium receipts. The venture still faces 
many problems and justification for indefinite continuance and expan- 
sion awaits the solution of these problems. 


Foreign Affairs. 
Aprit, 1942. On the Economic Front, Now and Later: P. W. BIDWELL, 
K. Branpt, A. Istet, A. H. HANSEN and C. P. KINDLEBERGER. 


Quarterly Bulletin of Soviet-Russian Economics. 

No. 9-10. NovemsBer, 1941. The Economic Causes of the Russian- 
German War. Economic Importance of the Territories Occupied by 
Germany. Statistical and Economic Notes. 
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NEW BOOKS. 


British. 

ARGONAUT. Give us the Tools. London: Secker & Warburg, 
1942. 7”. Pp. 191. 6s. 

[This little book—it is in effect a political pamphlet on a slightly larger 
scale—is one of a growing category of criticisms of the present war effort, which 
start from the supposed conflict of the interest of the private monopolist in 
restriction and that of the State in an unlimited volume of production. In this 
field (and granting the rightness of its assumptions) it is more than usually 
well-informed and well-written. ] 


BarRKER (E.). Reflections on Government. London: Oxford 
University Press, 1942. 83’. Pp. xvi+ 424. 2ls. 


[To be reviewed.] 
Barzun (J.). Darwin, Marx, Wagner. London: Secker & War- 
burg, 1942. 84”. Pp. xii + 420. 15s. 


[In the name of human freedom M. Barzun attacks the materialism and 
determinism of the nineteenth century. The distaste which he feels for the 
subjects of his study deprives him of the insight necessary adequately to evaluate 
their contribution to the development of thought.] 


Brook (DrypEN). The Wool Industry in War and Peace. 


London : Fabian Society, 1942. 8}. Pp. 25. 6d. 

[This is a very well-informed and readable pamphlet. It starts (as all the 
Fabian pamphlets must) with certain political preconceptions, and a reader may 
be inclined to wonder by what evidence the conclusion is reached (for example) 
that the industry was “competitive and chaotic”? (are the two necessarily 
synonymous ?). Nor is it so obvious that because a certain industrial structure is 
not suited to very rapid short-period adaptation to mass-production for military 
requirements, it is therefore unsuitable for slower adaptation to the infinitely 
more varied demands of peace. But these are problems which the author has 
doubtless faced, but has thought impossible of detailed argument in the compass 
of a small pamphlet. Within its limits he has managed to put very forcibly 
and with more realistic knowledge than most Fabian writers can command the 
case for a wholesale reorganisation of the industry.] 


ButuerR (H.). The Lost Peace. London: Faber & Faber, 1941. 
84”. Pp. 224. 10s. 6d. 


[This book deals only incidentally with economic questions; but it is one which 
all economists interested in international affairs should read; it is one too which 
will quite certainly be read with enjoyment. The scope of the book is indicated 
in its table of contents—Travel and Politics, Geneva, France, Germany, Austria, 
New Nations and Old, The Lost Peace, Questions for Tomorrow—the scope and the 
omissions. Is it imposed discretion or patriotic modesty that accounts for the 
absence of any chapter on England in this picture of inter-war European politics ? 
Within the limits thus set the book is at once exceptionally interesting and 
exceptionally well written. It is in itself an historical document, for Mr. Bucler 
spent nearly the whole of this period in international affairs. No attempt is 
made to lift the various chapters on to a common plane of thought. Indeed 
each chapter is written on a different plane of thought, experience or knowledge. 
The book — as reminiscences of travels; the chapter on France, very 
sympathetically written, is almost topographical history; the chapter on Germany 
a mixture of personal experience and the fruits of reading; the chapter on new 
nations and old contains little that might not have been written by any intelligent 
person who has followed the course of events from the daily press. This variety 
adds freshness to the volume as a whole, while no doubt detracting somewhat 
from its authority. The last chapter—Questions for Tomorrow—touches rather 
on the questions than their answers. It leaves the impression that Mr. Butler 
has another book to write. May he write it.] 


Carr (E. H). Conditions of Peace. London: Macmillan, 1942. 
83". Pp. xxiv + 279. 12s. 6d. 
[To be reviewed.] 
CaTLINn (G.). Anglo-American Union as a Nucleus of World Federa- 
6d 


tion. London: Macmillan, 1942. 7}. Pp. 40. , 
[A plea that a beginning towards world federation should be made by a union 
between the United States and the British Empire, on the basis of their common 
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tradition. The basic necessities for any real union, in Prof. Catlin’s opinion, 
are “common civilization, morality, standard of values, way of life, tradition, 
and, for that matter, standard of living.” . . . ‘‘ If this emphasis is right, then 
the primary thing about any Union will be, not its constitutional form imposed by 
legislation above, but the reality of the sense of membership of one community 
engendered among the people below.’ Prof. Catlin considers that the idea of 
union between the two countries is gradually gaining favour, both in this country 
and on the other side of the Atlantic.] 


CuarK (C.). The Economics of 1960. London: Macmillan, 1942. 
83". Pp.x+118. 8s. 6d. 

[To be reviewed. ]} 

CourtauLp (S.). Government and Industry; their Future 
Relations. London: Macmillan, 1942. 73”. Pp. iv + 32. 6d. 

[This is a reprint of the article by Mr. Courtauld published in the previous 
issue of the Economic JOURNAL. ] 

Croxton (F. E.) and Cowprn (D. J.)._ Applied General Statistics. 
London : Isaac Pitman, 1942. 9”. Pp. xviii + 944+ xiii. 20s. 

{To be reviewed.] 

Dony (J. G.). A History of the Straw-Hat Industry. Luton: 
Gibbs, Bamforth & Co., Ltd., 1942. 8}. Pp. 219. 10s. 6d. 

[To be reviewed.] 

Drake (BarBaRA). Community Feeding in Wartime. London: 
Fabian Society, 1942, 83’. Pp. 29. 6d. 

[A study of community feeding in war-time; firstly in schools, secondly in 
works canteens, and thirdly in community feeding centres. ] 

Ernzie (P.). Appeasement, before, during and after the War. 


London: Macmillan, 1941. 8}. Pp. xii + 215. 10s. 6d. 

[This book is more likely to be remembered as having provoked Benham v. 
Einzig than for any intrinsic merits that it may be held to possess. Dr. Einzig, 
though he touches on the more notorious acts of appeasement of the last few 
years, concentrates more especially on the lesser-known instances of economic 
appeasement. He shows how, ever since the termination of the last war, each 
fresh act, instigated by a desire either to help or to placate Germany, has not 
resulted in any gratitude on her part, but has been used for her political or 
military aggrandisement. It has been proved again and again “that if once 
you have paid him the Danegeld you never get rid of the Dane.’ This policy 
of appeasement, declares the author, did not cease with the beginning of the 
present conflict, but is to be found in a more insidious form in the attitude of 
all those who find excuses for Germany, or who wish to set her on her feet again 
at the end of hostilities. ‘‘ My object throughout this book,’’ says Dr. Einzig 
in the preface, ‘“‘ was not to pillory individuals, but to denounce a policy which 
I consider harmful to the best interests of this country and of mankind. In 
itself the denunciation of past mistakes would not be sufficient. It is necessary 
for us to produce a constructive alternative.” Dr. Einzig has nevertheless 
proceeded to pillory individuals; Mr. Guillebaud, Dr. Benham and others who 
have sought to take an objective view of policy in South-east Europe are very 
roughly handled. It is possible to combine a good deal of sympathy for them 
in this mpeg case with the pleasure that must be felt by almost every writer 
in a subject so beset, as is economics, with powerful vested interests, that the 
general right of not unduly restricted comment has been upheld in the court.]} 

“Guild Socialist”: A Letter to a Shop Steward. London: 
Fabian Society, 1942. 6}”. Pp.14. 2d. 

[This Fabian letter urges that shop stewards, as the connecting-link between 
the management, the Trade Union and the workers, must be chosen ‘ not only 
as the best propagandists but equally as the best craftsmen and the most under- 
standing in matters of factory organisation and control.’’] 

Horst (SHema T. VAN DER). Native Labour in South Africa. 
London : Oxford University Press, 1942. 83”. Pp. xii + 340. 18s. 

[To be reviewed.] 

Innis (H. A.) (Ed.). Essays in Transportation. Toronto: 
University Press, 1941. 9’. Pp. viili+ 165. $2.50. 

(This is a volume of essays in honour of Professor W. T. Jackman of the 
Department of Political Economy in the University of Toronto. His own 
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main work had been in the field of transportation (his book on The Development 
of Transportation in Modern England is well known to English readers), and his 
colleagues and pupils have concentrated on this theme. The book contains eight 
Essays: G. P. de T. Glazebrook writes on “ Nationalism and Internationalism 
on Canadian Waterways’’; H.E. Dougall on “‘ Some Comparisons in Canadian 
and American Railway Finance’’; F. L. Barker on “ Principal Internationa! 
and Inter-territorial Class-rate Structures of North America’’; G. Lloyd Wilson 
on “‘ Some Basic Problems in the Public Regulation of Transportation ’’; W. M. 
Drummond on “ Transportation and Canadian Agriculture’’; N. Wilson on 
‘‘Some Problems of Urban Transportation’; W. G. Scott on “‘ An Aspect of 
the British Railways Act, 1921’; and H. Marshall on ‘‘ Recent Developments 
in Balance of Payment Statistics.’’ The volume also contains a list of Professor 
Jackman’s own writings, both in the form of books and contributions to periodicals. ] 


Kane (F.), Ourrata (V.), and Kunosi (A). Administration of 
Labour. London: Allen & Unwin, 1942. 7”. Pp. 99. 3s. 6d. 

(Two of the three authors of this pamphlet are Czechs, the third a Slovak. 
It is their thesis that labour is the bridge between production and consumption 
and its planning is essential to any organised direction of either of the two.] 


Knoop (D.) and Jonss (G. P.). A Handlist of Masonic Documents. 
Manchester : University Press, 1942. 7”. Pp. viii+ 56. 5s. 

{It is the purpose of the authors in preparing this handlist to help ‘“ the 
masonic student by enumerating, in a fashion convenient for reference, certain 
of the documents most commonly required in tracing the rise and development 
of freemasonry.”” The methods of selection and presentation are explained in 
an introduction.] 


LAWRENCE (A. Susan). A Letter to a Woman Munition Worker. 
London: Fabian Society, 1942. 63”. Pp.17. 2d. 

[This Fabian letter is a plea to women munition workers to join the Unions, 
pointing out how much these have been able to do to help women in matters of 
hours and conditions of work and fair wages. It ends with a description of what 
the Trades Unions and the Labour Party hope to do after the war—to organise 
for plenty and not for scarcity, so that no more may factories and shipyards be 
closed down in order to keep up prices, with the inevitable result of a return to the 
pre-war high unemployment figure.] 


Linpsay (Masor-GENERAL G. M.). The War on the Civil and 
Military Fronts. London: Cambridge University Press, 1942. 7}’’. 


Pp. xii + 112. 5s. 

[These are the 1942 Lees Knowles Lectures on military history, given at 
Cambridge University. They are concerned mainly with military problems. 
General Lindsay speaks with special knowledge and authority on the problems 
now uppermost in our minds of the strategy and tactics of armoured war. But 
they are concerned also with the civil and economic organisation for war and its 
relation to the military organisation.] 


MiLuER (W.). How the Russians Live. London: Fabian Society, 
1942. 63”. Pp. 40. 6d. 

(This is a pamphlet of the Socialist Propaganda Committee. It attempts to 
answer the questions ‘“‘ What’s Russia like? Why do visitors bring back such 
contradictory accounts of it? What is the ‘ secret ’ of the Russian resistance ? ”’ 
The answer to the “‘ secret ’”’ the author finds in the great fighting machine which 
has been built up almost unknown to the outside world, and to the fact that the 
Russians now feel that they own their country and that there are no vested 
interests making a profit out of their efforts. The drastic methods adopted by 
the Soviets, the tendency to compare Russia with our own country rather than, 
more properly, with a Balkan or an Eastern State, as well as their rather naive 
and uncritical foreign propaganda, have all contributed to the second problem. 
In the picture he draws of present-day Russia, though this is naturally a favourable 
one, Mr. Miller does allow the spirit of criticism to creep in—but on the whole 
we are left with the impression of a dynamic people who were, before the German 
onslaught, finding increasing happiness and a better way of living.] 

Misra (B. R.). Indian Provincial Finance, 1919-39. London : 
Oxford University Press, 1942. 9’. Pp. xvi + 349. Ils. 6d. 

[Provincial finance in India has so far been studied mainly from the point of 


view of the allocation of resources between the central and provincial governments. 
Little or nothing has been done in the way of analysis of the provincial tax 
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structure or of examination of the effects of provincial expenditure on the life 
of the people. Dr. Misra’s book, though based rather too narrowly on the facts 
and figures of his own province—the United Provinces—should go far to fill the 
gap and should prove most helpful to future provincial Finance Ministers. For, 
whatever the form of constitution that may emerge from the present impasse 
in the Indian political situation, there can be no doubt that the provinces will 
survive as autonomous units. After a brief historical survey, Dr. Misra gives a 
detailed account of the principles and working of the financial settlement under 
the Montagu-Chelmsford Reforms of 1919. Although he with the critics 
of that settlement, which was based on the much-ab **Meston Award,” 
that it left the centre with the expanding sources of revenue, such as income tax, 
customs and salt, whilst those allotted to the provinces were inelastic, he considers 
that their criticism was far too highly coloured by provincial patriotism and that 
the provinces would be in a much sounder financial position if they had adopted 
some of the suggestions of the Taxation Enquiry Committee and had been less 
timorous in imposing new taxes such as death duties and entertainments tax. 
On the assumption—the only practicable one on which he could work—that the 
allocation of revenue between the centre and the provinces will remain much as at 
present, for it is, in his opinion, of the greatest importance that the financial 
solvency of the centre should be preserved, he makes some very pertinent sug- 
gestions in regard to those substantial sources of provincial revenue, land revenue, 
water rates, excise and, to a lesser degree, forests. He is a strong advocate of the 
direct taxation of agricultural incomes and holds that a policy of prohibition is 
not possible for India if only because of the expense and difficulty of enforcement. 
A specially valuable chapter of the book deals with local taxation. Dr. Misra 
drives home the lesson learnt by long experience in this country, that if local 
services are to be conducted with the maximum of efficiency and economy, local 
authorities can no longer be given such a free hand in the matter of taxation as 
they are now in India. The grant-in-aid system appears to him the best method 
of controlling their wayward policy in this respect.] 


Murray (K. A. H.) and RurHerrorp (R.S8.G.). Milk Consumption 
Habits. Oxford: Agricultural Economic Research Institute, 1941. 
8)”. Pp. 112. 2s. 6d. 

(This report summarises two large-scale surveys conducted on behalf of the 
Milk Marketing Board in May—June 1938 and Jan.—Feb. 1939. The first covered 
11,489 complete records obtained through interviews and ranged over sixteen 
areas of England and Wales; the second covered 4,520 complete records and 
nine out of the original sixteen areas, the investigators being instructed to call 
at houses from which complete records had been obtained at the first survey. 
The purpose was to analyse and measure the variations in family expenditure on 
milk and to suggest efficient methods for raising milk. consumption. Two 
methods were used to ascertain the relative importance of the various factors 
influencing milk consumption. The first is based on a comparison of the average 
consumption per household in each of the sixteen areas. The second is based 
on the analysis of differences between individual households or small groups of 
households within each area. The variations revealed in total milk consump- 
tion per household are very large and the variations in milk consumption for 
any single purpose—such as cooking or breakfast food—are of course larger 
still. To some extent, no doubt, the apparent variations are illusory, being due 
to inaccurate information rather than real differences. It is difficult to believe 
that, short of keeping a budget, a housewife could know with any degree of 
accuracy how much milk she uses for tea, coffee and cocoa per week. A much 
smaller number of family budgets would possibly have given more accurate 
results than the larger number of interviews. But even in the case of total 
milk consumption the variations are very considerable. It is impossible to 
summarise the immense mass of information presented. For each of the sixteen 
areas the linear regression of milk consumption on food expenditure per house- 
hold, the number of adults and the number of children is given, a separate 
equation being calculated for each of six different uses of milk. Lest the sceptical 
economist consider this mass of detail irrelevant, the whole of this material has 
been used effectively in the report to answer the question which types of milk 
consumption are capable of the largest expansion, which types are likely to be 
Ss. which types of uses are particularly strongly dependent on taste. 

ariations in income and family composition account for no more than 55% of 
the total variation of milk consumption within any given area and in most 
areas for much less. The remaining variation the authors are inclined to ascribe 
to variations in taste. It would be interesting to see how far the residual 
variation is reduced by taking account of the influence of occupation on con- 
sumption ; there is some evidence that it may be appreciable. Even so, that the 
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most obvious causes of variation in expenditure seem to account for so little 
will come as a shock to most economists, and they will be inclined to check the 
statistical methods employed before accepting the conclusion. They will note 
that the phrase “ only 55% of the total variation in milk consumption can be 
explained by the influence of variations in household expenditure and family 
composition ’” has a purely technical meaning. They will question the appro- 
priateness of a linear relation between milk expenditure and tountetd expendi- 
ture. They will wonder whether by a finer specification of family composition 
variation might not be reduced substantially. They would be met by the 
authors’ answer that family composition does not appear to have any very 
clear or appreciable effect on milk consumption. But here in any case the 
technique that yielded the answer seems to be seriously at fault. By introducing 
total household expenditure on food and total number of adults as independent 
variables the authors fail to do justice to the sui generis effect of family com- 
position. Variation in household composition at a given level of food expenditure 
has two entirely different effects : let us call them the “‘ income effect ’’ and the 
“‘ taste effect.’’ The ‘‘ income effect ’’ consists in the trivial fact that an increase 
in numbers at a given level of expenditure means a smaller expenditure per 
head. In consequence milk consumption per household will increase or decline 
according as the elasticity of milk consumption in terms of food expenditure is 
smaller or greater than one. So far the effect of numbers per household and 
food expenditure are not properly speaking distinct. The “‘ taste effect ’’ is due 
to the fact that the tastes of men, women and children differ and changing the 
number of members per household is likely to change the balance of tastes in 
the household. The method of analysis adopted mixes up these two effects. 
It is desirable and feasible to separate them. The tentative recommendations as 
to policy are perhaps the weakest part of this report. Partly this is due to the 
limitations imposed by “ practical politics’’; but these are accepted with too 

at equanimity. Observing the great variations in consumption ascribable 
to taste, the authors seem to think that advertisement and propaganda are the 
most hopeful instruments of milk policy. Cheap milk for children which might 
build up the taste for milk they do not regard with undiluted enthusiasm because 
it reduces the demand for milk in the home. On the other hand they think that 
additional “‘ service’’ might stimulate milk consumption in some areas. The 
mind boggles at the thought of one after another of the statutory monopolies, 
after a similar survey, coming to similar conclusions. It is hardly necessary to 
point out that the practical conclusions do not follow from the theoretical 
analysis; the blemish rests on the purpose that informed the investigation, not 
on the skill which went into its execution.] 


Orr (SmR JouN). Fighting for What? London: Macmillan, 
1942. 73”. Pp. xiv-+ 89. 2s. 6d. 

[Sir John Orr holds that if we are to fight we must know what we are fighting 
for. As he sees it, there are three essentials of a decent post-war world: food, 
shelter and a job. He is principally concerned to lay down our post-war food 
policy, though in later chapters he deals more briefly with the other essentials. 
He proposes to set a standard of nutrition by improved organisation. He suggests 
a National Food Board controlling individual Commodity Boards. These would, 
so far as necessary, insulate supply from demand in the sense that their selling 
prices would have regard to the needs of consumers and their buying prices to 
those of producers without necessarily, over short periods at least, equating the 
two.] 


Orwin (C. S.). Speed the Plough. Harmondsworth: Penguin, 
1942. 7”. Pp. 124. 9d. 

[This is one of the best short statements of the problems of British agriculture 
that has ever been printed. Mr. Orwin compresses into less than 125 small 
pages a remarkably thorough examination of the present defects of British 
agriculture. He stresses the reasons for the decline of the landlord system as 
a means of providing the necessary capital; the need to replace this system by 
something newer and less affected by present death duties and income taxes; 
= ng for thinking that State ownership of the land is the only satisfactory 
solution. 


Polish Science and Learning. London: Oxford University Press, 
1942. 10”. Pp. 68. 2s. 6d. 

[This is the first of a series of occasional papers by Polish scholars and others 
that will appear from time to time from the Oxford Press. This issue includes 
& note on Trends in Polish Economic Thought by Prof. F. Zweig.] 
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Post-War Economy. A Statement of Principles. Manchester : 
Federation of Master Cotton Spinners’ Associations Ltd., 1942. 8’. 
Pp. 12. 

[To be reviewed.] 

Posteate (R.). Let’s Talk it Over. London: Fabian Bookshop, 
1942. 63”. Pp. 32. 4d. 

[The sub-title of this pamphlet is ‘“‘ An Argument about Socialism for the 
Unconverted.”’ It is in the form of a talk between an ordinary citizen and a 
Socialist speaker. ] 


Queensland Year Book, 1941. Brisbane, Government Statistician, 
1941. 83”. Pp. xi + 284. 

[Mr. Colin Clark’s Year Book is slightly late and slightly abbreviated (both 
as a result of war), but as rich as ever in new maierial. Additions include 
calculations of gross and net reproduction rates since 1911 for Australia (the 
net rate for 1939 was 0-99, against 1-54 in 1911), data on value of primary and 
secondary production by States, and a mass of information on war-time marketing 
schemes. ] 


Reconstruction. A Report by the Federation of British Industries. 
London : Macmillan, 1942. 84”. Pp.31. 6d. 
(To be reviewed.] 


“ REGIONALITER.” Regional Government. London: Fabian 
Society, 1942. 8”. Pp.27. 6d. 

[This is one of the best pamphlets that the Fabian Society has produced for 
some time. It starts by asking how far the regionalism of war-time can be 
converted into a regionalism appropriate to peace-time. The present system is a 
de-centralisation of the central government. What we really want is a partial 
centralisation of local government. But the two may and should be brought 
together. For, though this pamphlet insists that the plan to which we are 
trying to work at any time must in the main be constructed centrally, it does 
not make as strongly as it might the case for this. More and more we are realising 
that the problem of unemployment must be solved in part by increased State 
activity. But initiative and decision as to the speed and timing of all operations 
has been largely a matter of local decision. The main problem for our generation 
is how to get the best out of local initiative, interest and energy and at the same 
time provide for the need for conformity to a general plan, if selfish municipalities 
are not to throw onto others the tasks both of giving employment and of providing 
services which properly belong to them. Here is a real Augean stable to make 
the reputation of some political Hercules. ] 


Report on General Principles of Post-War Economy. London: 
Chamber of Commerce, 1942. 84”. Pp. 16. 

[To be reviewed. ] 

REVEILLE (T.). The Spoil of Europe. London: Allen & Unwin, 
1942. 8”. Pp. 344. 10s. 6d. 

[To be reviewed. ] 

Rosinson (Joan). An Essay on Marxian Economics. London: 
Macmillan, 1942. 84”. Pp.x+ 122. 7s. 6d. 

[To be reviewed.] 

R6pxke (W.). International Economic Disintegration. London: 
William Hodge, 1942. 94’. Pp. xii + 283. 2ls. 

[To be reviewed. ] 

Saxton (C.C.). The Economics of Price Determination. London : 
Oxford University Press, 1942. 8}”. Pp. viii + 190. 10s. 6d. 

[To be reviewed. ] 

Scnuuman (F. L.). Night over Europe. London: Robert Hale, 
1941. 83”. Pp. xv + 600 + xix. 18s. 

[To be reviewed.] 

A Twentieth-Century Economic System. London: Williams, 
Lea & Co., 1942. 7”. Pp. 60. 6d. (Copies obtainable from The 
Economic Reform Club, 32 Queen’s Avenue, N.10.) 

[To be reviewed.] 
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Uuirzur (A.). Two Decades of Keren Hayesod. A Survey of 
Facts and Figures, 1921-40. Jerusalem: Erez Israel (Palestine) 
Foundation Fund, 1940. 9”. Pp. 155. 

(The Keren Hayesod is the central financial organisation for the activities of 
the Zionist organisation in Palestine. The volume thus gives in summary form 
the financial and economic history of Jewish settlement in Palestine during the 
last twenty years, and shows the remarkable results achieved.] 


WaLKER(G.). Road and Rail. London: Allen & Unwin, 1942. 8}”. 
Pp. 236. 12s. 6d. 


[To be reviewed.] 


Weicert (H. W.). German Geopolitics. London: Oxford 
University Press, 1942. 7”. Pp. 32. 

[While discounting the necromantic atmosphere which has grown up around 
the German Institute for Geopolitics at Munich, the author of this pamphlet in 
the series America Faces the War shows that Dr. Haushofer has, in fact, had an 
enormous influence on Hitler and certain of his associates. His method of 
thinking in terms of continents and oceans, instead of being bound by the 
confines of political geography, have appealed to the dreams of world-wide 
conquest of the Nazi leaders. An alliance between Germany, Russia and 
Japan has always seemed to Prof. Haushofer a primary necessity for the fulfil- 
ment of his dreams; we can only guess whether the attack on Russia was 
undertaken with his blessing, or against his advice; and we can only await the 
final fall of the curtain to see whether, by forsaking the teaching of the Institute, 
Hitler has won a prize far greater than they ever dreamed of, or has lost all 
that he had previously gained. The author considers that we have much to 
learn from the Institute, where men are carefully trained in all the background 
necessary for total war, and that the Allies would greatly benefit from the 
establishment of a similar school—but in ours the emphasis would need to be 
reversed. To German geopolitical thinking space and earth mean everything; 
the human being almost nothing.] 


Witson (T.). Fluctuations in Income and Employment. London : 
Isaac Pitman, 1942. 84”. Pp. x +213. 18s. 
[To be reviewed. ] 


WoLFENDEN (H.H.). The Fundamental Principles of Mathematical 
Statistics. Toronto: Macmillan, 1942. 8}”. Pp. xv +379. $5.00. 
[To be reviewed. ] 


A Word on the Future to British Socialists. London: Fabian 
Society, 1942. 83”. Pp.24. 6d. 

(This is a very well-written and lucidly argued pamphlet, which to an unusual 
degree faces up to unpalatable facts. It starts by showing the British outlook 
for the future, with serious loss of foreign assets and the need to improve efficiency 
if we are to maintain standards. It goes on to argue that political necessity as 
well as our own long-term interest require us to buy food and materials on terms 
more favourable to primary producers, and that we ought to seek to improve 
their efficiency and standards of living by supplying additional capital, even if it 
means temporarily restricting our own rise of standards. How is this all to be 
achieved? The authors suggest four essentials: national control of the supply 
of capital and credit for production; the control of land both for industrial and 
agricultural uses; the control of import and export trade; the control of transport 
and of supply of fuel and power. Granted these four essentials, and the powers 
of control over production (as, for instance, by material allocations) that go with 
them, they do not consider any general nationalisation of industry immediately 
necessary. For it is their view that “ the key strongholds of monopoly capitalism 
are relatively few,’’ and that if these are stormed opened socialism is not difficult 
to secure, despite the retention of certain fields of private enterprise.] 


Youne (A. P.). The Production Front and You. Bath: Manage- 
ment Publications Trust Ltd., 1942. 7’. Pp. 102. 2s. 6d. 

[This little book is concerned in part with the better organisation of our 
immediate war effort, to a greater extent with the improvement of industrial 
Management as a long-term necessity. The author moves freely from ideological 
discussions to extremely practical detailed suggestions. Through the whole 
runs the thread of the need to make industry a form of service to mankind and 
to christianise it as a means to that end.] 
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American. 


ARDENNE (R.). German Exploitation of Belgium. Washington, 
D.C. : Brookings Institution, 1942. 8’. Pp. 65. 50 cents. 

[A scholarly and well-documented account of the German exploitation of 
Belgium, written by a Belgian scholar who has had some years of experience 
in the field of administration and business in his own country. ] 

Brown University Economists. Introduction to War Economics. 
Chicago: Richard D. Irwin Inc., 1942. 9’. Pp. 248. $1.25. 

[To be reviewed.] 

BurnuaM (J.). The Managerial Revolution. What is happening 
in the World. New York: John Day Co., 1941. (London: Putnam. 
7s. 6d.) 8”. Pp. 285. 19s. 

[Reviewed in this issue.] 

Davis (H. T.). The Analysis of Economic Time Series. Bloom- 
ington, Indiana: Principia Press, 1941. 9}. Pp. xiv + 620. $5.00. 

[To be reviewed.] 

Dean (J.). The Relation of Cost to Output for a Leather Belt 
Shop. New York: National Bureau of Economic Research, 1941. 
12”. Pp. 72. 

[This is a detailed study, using the method of multiple regression analysis, 
of the relation of cost to output for this particular product. The paper is, how- 
ever, of rather wider interest, since the author discusses in general terms the 
procedure involved in the type of study that he is undertaking. | 


Dus (J. F.). The Theory of Incidence of Sales Taxation. New 
York : King’s Crown Press, 1942. 103’. Pp. xii + 257. $2.25. 


[This is a mimeographical study of the theory of incidence of sales taxation. 
It is, nevertheless, concerned largely with wider problems. Sales taxation 
operates mainly in a field in which neither pure competition nor total monopoly 
is the rule. Dr. Due’s study thus begins with equilibrium under monopolistic 
competition, and sees how this is affected in the short run and the long run by 
the imposition of a tax, and how the results differ from those of pure competition 
or of monopoly.] 


HaBERLER (G.). Consumer Instalment Credit and Economic 
Fluctuations. New York: National Bureau of Economic Research, 
1942. 9’. Pp. xix + 239. $2.50. 


[To be reviewed.] 


Hauey (E.). Two Papers on the Degrees of Mortality of Mankind. 
Baltimore : Johns Hopkins Press, 1942. 9”. Pp. vi-+ 21. $1.25. 

[Halley, the famous astronomer, published in the Philosophical Transactions 
of the Royal Society in 1693, ‘‘ An Estimate of the Degrees of Mortality of Mankind, 
drawn from census Tables of the Births and Funerals at the City of Breslau,” 
and in two issues later he published an additional note drawn from the same 
material. From the data, Halley calculated the age distribution of the popula- 
tion. His immediate interest was in the prices of annuities, but his original 
work opened the door to far more widespread demographic studies. ] 

Haypren (J. R.). The Philippines. New York and London: 
Macmillan, 1942. 9”. Pp. xxvi + 984. 31s. 6d. 

{It is sad that this excellent study of the Philippines by one who combines the 
qualifications of a Professor of Political Science in the University of Michigan 
and that of Vice-Governor of the Philippines from 1933 to 1935 should have 
appeared at the moment when a great experiment is necessarily in abeyance. 
Part One of the book describes the people and the government; Part Two 
deals with political parties and national leadership; Part Three with education 
for nationhood; Part Four with such problems as health, literacy and the want 
of a national language; Part Five is concerned with external relations. ] 

Institute of Pacific Relations. Economic Survey of the Pacific 
Area. Part I. Population and Land Utilisation. By K. J. Pelzer. 
(Pp. xv +215. $2.00.) Part II. Transportation and Foreign 
Trade. By Katrine R. C. Greene and J. D. Phillips. (Pp. xiv + 208. 
$1.00.) Industrialization of the Western Pacific. By Kate L. 
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Mitchell. (Pp. xvii + 322. $2.50.) New York: Institute of Pacific 
Relations (London: Allen & Unwin), 1942. 9”. 

(The stream of books from the Institute of Pacific Relations continues to out- 
strip the efforts of the most zealous reader. The first two volumes are mostly 
concerned with pure fact-finding, but in its most usefulform. They cover territory 
by territory the Pacific area, asking in the case of Dr. Pelzer’s book the population, 
the total area, the proportion of land utilised and its relation to the whole; in 
the case of Miss Greene’s study of Transportation the shipping and railway 
facilities, the extent of highways and motor vehicles; in the case of Dr. Phillips’ 
study of Foreign Trade, the volume of trade, its significance, and the extent of 
control over it. Miss Mitchell’s book is to a greater extent a literary discussion 
of recent trends and events and less a pure statement of facts and figures. Its 
purpose is to show the present stage of economic development of the various 
Pacific countries. It is inevitable that much of such a bird’s-eye view of a vast 
area should be written at second-hand. A reader who studies chapters on parts 
of the world that he well knows cannot hope to escape some feeling of super- 
ficiality and ready-made judgments, but the task is on the whole well done and 
the books will undoubtedly be useful.] 


Kuznets (S.)._ National Income and its Composition, 1919-1938. 
2 vols. New York: National Bureau of Economic Research, 1941. 
9”. Pp. xxx + 929. $5.00. 

[To be reviewed.] 

Lance (O.), McIntyre (F.), and Ynrema (T.) (Ed.). Studies in 
Mathematical Economics and Econometrics. (In Memory of Henry 
Schultz.) Chicago: University Press (Cambridge University Press), 
1942. 91". Pp. 292. 15s. 


[To be reviewed.] 


Martin (J. W.) and Morrow (G. D.). Organization for Kentucky 
Local Tax Assessments. Lexington, Kentucky : Kentucky University 
Press, 1941. 9’. Pp. 85. 

[This describes in considerable detail the methods of assessment of property 
in Kentucky. It covers assessments of real estate, and of tangible and intangible 
personal property, and discusses the efficiency and remuneration of assessors, the 
size of their district, and methods of supervision.] 


Mastow (P.). The Course of American Production. Brooklyn, 
N.Y. : Brooklyn College Press, 1941. 11”. Pp. 87 + xii. 

[This is a mimeographed study (using to a considerable extent the circulatory 
diagrams popularised by Foster and Catchings) of the development and later 
difficulties of capitalist production in the United States. Its ideas would appear 
to derive in about equal parts from those authors, from Mr. Keynes and from 
Karl Marx. If at many points superficial, it contains a number of interesting 
ideas. ] 

MayER (J.). Social Science Principles in the Light of Scientific 
Method. Durham, N.C.: Duke University Press, 1941. 9”. Pp. 
xiii + 573. $4.00. 

[The feeling which Dr. Mayer is mainly concerned to express and illustrate 
in this book is that hitherto economics has taken into account far too small a 
part of human personality : that economics has argued as though all decisions 
for action were the outcome of conscious and explicit reasoning, while in reality 
they are often impulsive or instinctive. He believes that before a worth-while 
economics can be built up we must study the human being as a whole, in all its 
biological and psychological aspects, and in the setting of habits and institutions 
to which its history has led it. In Dr. Mayer’s view the economist ought to cast 
his net very wide indeed, and a considerable proportion of the book consists in 
illustrative extracts from a great variety of works, suggesting the kind of con- 
tributions which ought to be sought from different fields of knowledge. The 
discussions which accompany the extracts are not always helpful: in a book 
which brings together terms and concepts from all sorts of subjects, the utmost 
care in explaining exactly what the users of these terms mean by them is essential ; 
but here concepts are often discussed without their definitions having been given. 
The author’s discussion of the methodology of the social sciences as a whole, in 
comparison with the techniques appropriate to the natural sciences, is much the 
best part of the book. When he comes to criticise the existing body of economic 
doctrine, Dr. Mayer betrays a startling misapprehension of the meaning of 
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‘diminishing marginal utility.” He says: ‘‘ If we sat oranges at the rate of 
one each breakfast, drink coffee at the rate of a cup a day, go to the movies or 
the theatre once a week, get a new hat or pair of shoes or suit of clothes at the 
rate of one every so often—in short, wherever in our experiences we consume 
goods and services in an habitual way (and that is apparently by far the greater 
proportion of the time)—there is, other things being equal, constant utility 
between the successive units thus consumed. ... And where there is, as 
indicated above, a steady, habitual rate of consumption of successive ‘ units’ 
(which results in neither increasing nor decreasing utility) there is no ‘ margin’ 
at all” (pp. 161-162). Such a passage is likely to discourage an instructed 
reader from pursuing the book further, and seriously to mislead one unacquainted 
with economic theory. The author seems to be equally guilty of careless thinking 
in his attack upon the doctrine of opportunity-cost. He illustrates part of his 
objection to it by quoting with approval the query how, if the ‘‘ opportunity- 
cost ’’ of a blanket is the garments or carpets that might have been made from 
the same wool, and the “ opportunity-cost ’’ of a carpet is the garments or 
blankets that might have been produced instead, and so on, do we measure the 
** opportunity-cost ’’ of wool products as a whole? It is scarcely possible for 
one reviewer to do justice to so encyclopedic a book. It is in many respects 
stimulating, but existing economic theory has here hardly been given a “‘ fair 
trial.”” With the author’s main contention, if it may be interpreted as meaning 
that economists should not be too exclusive in their choice of fields from which 
to draw ideas, most of us will feel much sympathy.] 


Mittspaves (A. C.). Democracy, Efficiency, Stability. Washing- 
ton, D.C.: Brookings Institution, 1942. 9”. Pp. x+ 522. $4.00. 

{This book, while not concerned in the main with economic issues, touches 
on them at a number of points. Its main purpose is to show how Presidents 
have handled the major instances of domestic disorder. But that necessarily 
involves setting the problem against its historical and economic background, and 
at many points his book is concerned with changes of economic control, with 
technical progress and its economic effects, with depression policies and changing 
economic philosophies. ] 


MiTcHELL (WESLEY C.). Business Cycles and their Causes. Uni- 
versity of California Press (Cambridge University Press), 1941. 9”. 
Pp. xii + 226. 18s. 


[Professor Wesley Mitchell explains in a new Preface the genesis of the present 
new edition of Part III of his familiar and invaluable work. When the first 
edition went out of print in the early 1920’s he declined the suggestion that he 
should produce a second on the ground that he needed time to consider what 
was wrong, what was doubtful and what was sound. Time has rendered Part I, 
which described contemporary cycle theories, obsolete. The statistical data and 
analyses of Part II have been superseded by the work of the National Bureau of 
Economic Research. Part III remained. In this field Professor Mitchell has 
continued to work and hopes to publish his findings; but it must be some years 
before the work is finished. In the circumstances he has consented to what is 
in the main a reprint of the original Part III ‘“ with no changes beyond better- 
ments in wording and the correction of an arithmetical blunder.’’ A1l Professor 
Mitchell’s admirers will wait impatiently for The Rhythm of Business Activity, 
and will hope that its appearance will not be so long delayed.] 


Myrpat (A.). Nation and Family. New York and London: 


Harper Bros., 1941. 9’. Pp. xi+ 441. $4.00. 
(To be reviewed.] 


Norcren (P. H.). The Swedish Collective Bargaining System. 
Cambridge, Mass.: Harvard University Press (Oxford University 
Press), 1941. 9’. Pp. vii + 338. 20s. 


[This work gives a detailed and comprehensive description of trade union 
—— and employers’ associations in Sweden; of the form taken by 
collective agreements; of the machinery of collective bargaining, with special 
reference to the building and machinery industries; and of government action 
with regard to wage-bargaining, which has been confined to the encouragement 
of mediation, the legal recognition of collective agreements and the prohibition 
of strikes and lock-outs on any question involving the interpretation of an 
existing agreement. As an outline of the essential facts concerning industrial 
relations in Sweden, though slight in parts, the book is likely to become a 
standard work of reference. Of interpretation and generalisation the author is 
on the whole cautious. Of special interest is a description of the piecowork 
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systems in use; and the general reader is likely to find most interest in the three 
concluding chapters, in which the effects of collective bargaining in Sweden and 
U.S.A. are compared and wage-policy during the depression of the ’30’s is briefly 
surveyed. The latter is described by the author as a policy of “ long-r 
wage bargaining as a means of softening the jars of boom and slump.” “The 
author draws attention to the fact that in Sweden between 1900 and 1930 “per 
capita real income increased by somewhat more than 60%,”’ “ industrial pro- 
duction approximately trebled *’ and accordingly rose in similar proportion to 
that of U.S.A. during the same period; while “ real annual wages in Sweden 
rose by approximately 55 per cent. as against somewhat less than 50 per cent. 
in the United States.’’] 


Norris (Ruby T.). The Theory of Consumer’s Demand. New 
Haven: Yale University Press (Oxford University Press), 1942. 
9”. Pp. xiv + 206. 18s. 6d. 

[To be reviewed.] 

Nourse (E.G.). Free Enterprise and Laissez Faire. Washington, 
D.C. : Brookings Institution, 1942. 8’. Pp. 26. 25 cents. 

[This is the second chapter of a forthcoming study of Price-Making in a 
Democracy, printed and published to invite comment and criticism. To an 
English reader the draft seems to embody a curious Victorianism of outlook and 
a detachment from all the current stream of the theoretical analysis of price- 
making that is hard to explain.] 


RatTNER (S.). American Taxation. Its history as a social force in 
democracy. New York: W. W. Norton, 1942. 93”. Pp. 561. $4.50. 


[To be reviewed.] 


Smitu (T. H.). The Marketing of Used Automobiles. Columbus, 
Ohio: Bureau of Business Research, Ohio State University, 1941. 
9”. Pp. xv + 290. 

{As the U.S. automobile market has shifted from being an expanding to 
being mainly a replacement market, so the price of used cars, traded in, has 
become a more and more important factor influencing the demand for new 
cars. This monograph examines in great detail the supply of and market for 
used cars, and the steps which have been taken by dealers to control and stabilise 
allowances. One interesting feature has been the growth of intervention both 
by manufacturers and temporarily also by the government under the National 
Industrial Recovery Act. The book abounds in statistical and factual material.] 


Sprrecet (H. W.). The Economics of Total War. New York and 
London: D. Appleton-Century Co. Inc., 1942. 9”. Pp. xiv + 410. 


$3.00. 

[To be reviewed.] 

Wicxizer (V. D.) and Bennett (M. K.). The Rice Economy of 
Monsoon Asia. Stanford, California: Food Research Institute, 
1941. 8}. Pp. xiii + 358. $3.50. 

[This work attempts a survey of the production, marketing and consumption 
of rice in that part of Asia where it is the chief crop—the east of India and the 
countries from Japan down to the Malay Archipelago. Some of these countries 
produce a surplus for export; others produce largely but also import rice, and 
others depend mainly on imported rice. The conditions in these various cir- 
cumstances are analysed in an elaborate review of the available statistics and of 
numerous official and unofficial reports and studies, supplemented by local 
enquiry. The task was difficult; it needed doing and, considering the difficulty, 
has been well done. But the conclusions drawn need careful scrutiny. The 
authors find that, during the past twenty years, the consumption of rice per head 
has shown a general decline, which has not been made good by the substitution 
of other cereals; after examining the possibilities for increasing production they 

t as the most hopeful remedy capitalist investment and industrialisation. 
All this is very doubtful. The statistics conceal pitfalls; their interpretation 
requires local knowledge, and so likewise does the provision of remedies. Take, 
for example, Burma. Though the authors frequently insist on the caution 
needed in handling oriental statistics, they accept as correct statistics suggest- 
ing that the consumption of rice per head has fallen by one-quarter. But 
the calculation is based on official estimates of the normal yield and, during the 
period under review, the estimates were revised and there were changes in the 
definition and application of the term “normal.” Again, statistics suggest a 














288 THE ECONOMIC JOURNAL [JUNE-SEPT. 1942 


drop in the consumption of millet, the chief substitute for rice. But crops 
formerly classed as millet are now disguised under the head of “‘ fodder crops.” 
Making all allowances, however, the statistics do suggest a real decrease, possibly 
of some 10 per cent. But it would be rash to assert this without further local 
investigation. Over so wide an area the authors could not possibly have the 
requisite local knowledge to interpret the statistics. They assume that every- 
where cultivation is for domestic consumption and aims at maximum gross 
production. But the export region has been brought under cultivation for the 
market and in Burma, and presumably elsewhere, net production on large holdings 
is often more important. Subdivision of the large holdings might increase pro- 
duction, leaving more for home consumption without trenching on the surplus 
for export. That, possibly, may explain the apparent decrease. Moreover, 
even if the decline be real, capitalist development might stimulate population 
rather than consumption. Similar questions arise for other countries; as in 
Java, where the suggested decrease in consumption contradicts the general 
opinion that it has risen. The various shortcomings could have been remedied 
by submitting the draft to local experts, but this was prevented by the war. The 
reviewer is compelled therefore to emphasise defects and has no space for doing 
justice to the merits of what is, in spite of its defects, an interesting and instructive 
essay.] 

Woytinsky (W. §.). Three Aspects of Labor Dynamics. 
Washington : Committee on Social Security, Social Science Research 
Council, 1942. 9”. Pp. xiv-+ 249. $2.50. 

[To be reviewed. } 

Wricnat (D. M.). The Creation of Purchasing Power. Cambridge, 
Mass.: Harvard University Press, 1942. 83”. Pp. xiv-+ 251. $3.00. 

[This book provides a clear and temperate account of the various proposals 
which are nowadays in fashion for maintaining purchasing power, in conditions 
of slump or secular stagnation, by means of public works, social dividend, deficit 
finance and control of bank credit. The difficulties confronting each type 
of policy are frankly discussed, but the deep-lying political conflicts which they 
involve are too lightly dismissed, so that, although the exposition is lucid and 
reasonable to an unusual degree, the book suffers from the air of unreality which 
too often surrounds discussions of this sort.] 


Swiss. 
R6pKE (W.). Die Gesellschaftskrisis der Gegenwart. Erlenbach- 
Ziirich : Eugen Rentsch Verlag, 1942. 9”. Pp. 410. 


[To be reviewed. ] 
Official. 


INTERNATIONAL LABOUR OFFICE. 
The International Labour Code 1939. Montreal: Inter- 
national Labour Office, 1941. 10’. Pp. lvi + 920. 

[This volume, prepared by Mr. C. W. Jenks, Legal Adviser to the Inter- 
national Labour Office, is best described (as in the Preface) as ‘“‘ a coherent 
presentation of the substance of the texts of the conventions and recommenda- 
tions adopted by the International Labour Conference which constitute the 
so-called Code, accompanied by appendices embodying other standards of social 
policy adopted under the auspices or with the co-operation of the International 
Labour Organisation, and by explanatory and bibliographical annotations.” If 
the actual achievements of the International Labour Office seemed on occasion 
(through no fault of its own, but by reason of the resistance of governments) 
to fall far short of what many of us had hoped of it at its foundation, yet this 
volume shows, better than any history, the mass of solid progress that it managed 
nevertheless to make. ] 

Towards our True Inheritance. The Reconstruction Work 
of the I.L.0. Montreal: International Labour Office, 1942. 
9”. Pp. 74. Ls. 

[This includes a Report by the Acting Director of the International Labour 

Office on future policy, and a record of the New York Conference.] 


LEAGUE OF NATIONS. 


Statistical Year-Book of the League of Nations, 1940-1941. 
Geneva: League of Nations, 1941. 93”. Pp. 271. 10s. 














